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P laying a dynamic role in the economy 
of our nation, the investor-owned Utility 
Industry continues to expand its life- 
lines of service. Not only meeting the 
needs of today’s consumers, but prepar- 
ing also for an atomic age, Utilities are 
faced with enormous capital expansion 
requirements. 
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bhifelines of the nation / 


To assist in the many financial complexi- 
ties accompanying this growth, Irving 
specialists are ready with new and sound 
approaches. Our Analytical Studies, 
Seminars, and Round Tables, may bring 
added vitality to your capital planning, 
financing, or cultivation of the financial 
community. 


For more information, call Public Utilities Department at DIgby 4-3500 
or write us at One Wall Street 


IRVING TRUST COMPANY 


One Wall Street, New York 15, N.Y. 


Capital Funds over $130,000,000 


Ricuarp H. West, Chairman of the Board 


Total Assets over $1,600,000,000 


Grorce A. Murpny, President 


Public Utilities Department—Joun F. Cuitps, Vice President in Charge 
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LOCATION 
Tennessee 
Texas 

Puerto Rico 
Washington 
South Carolina 
Newfoundland 
California 
Tennessee 
Tennessee 
Nevada 
Virginia 
Florida 

Idaho 
Tennessee 
California 
South Carolina 
Idaho 
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General view of dam at Grand Coulee, built by the Bureau 
of Reclamation, which utilizes 18 Newport News turbines, 

the most powerful ever built. Nine are 150,000 h.p. units, and 
the other nine are rated at 165,000 h.p. each. 














Turbines designed and built for the world’s largest 
development at Grand Coulee...and for other 
hydroelectric installations in America and various parts 
of the world... bespeak the skill and facilities 

offered by Newport News. 












This trained organization has filled hydroelectric 
turbine contracts with an aggregate rated output 
of 7,000,000 horsepower. 










Other equipment designed and built by Newport News 
includes penstocks, pressure regulators, valves, pumps, 
gates and rack rakes. Upon request, a copy of our 
illustrated booklet entitled “WATER POWER 
EQUIPMENT?” will be sent to you. 










Newport News 
SHIPBUILDING AND DRY DOCK COMPANY 


Newport News, Virginia 










AN we-enter the New Year 1959 we are 
struck by an impression of great 
change—many new things. On every hand 
there seem to be noteworthy departures 
from the old order. Here and there we 
may detect an occasional throwback— 
such as college boys going to football 
games in raccoon coats and derby hats. 
But on the whole, things are a lot differ- 
ent from the way they used to be in grand- 
pa’s day. And that goes for almost every 
field of endeavor—the arts, the sciences, 
trade and politics. 


Nor the least among the claimants for 
progressive alterations are the modern 
public utility operations. The telephone 
companies are selling office equipment 
services and other appliances. The electric 
companies are going in for space heating 
and atom plants. The gas utilities are go- 
ing in for air conditioning. The railroads 
are cutting out passenger service. It is a 
dizzy world and a complicated New Year 
for all of us. 


THERE is the human tendency, of 
course, for everyone to think of his own 
time and experience as being very im- 
portant. The late H. G. Wells used to 
say that more important and significant 
changes had taken place in the world 
during the twentieth century than in all 
the preceding history of mankind since 
the birth of Christ. Certainly an era that 
witnessed the advent of the automobile, 
airplane, radio, television, atom bomb, 
earth satellites, and space missiles has a 
good claim to the prize for the period of 
the most change on the face of the earth. 


B™ such changes are mainly physical 
or technological; and a more philo- 
sophical spirit, such as Aristotle, for ex- 
ample, might turn up his nose at such 
pyrotechnics. How much new constructive 
thinking has the human race been doing, 
since the turn of the century, Aristotle 
might ask? And what has it got to show 





C. E. WRIGHT 


for it by way of constructive results? Is 
not the push-button missile contest only 
an adult lethal version of small boys play- 
ing with matches? 


WELL, some changes are welcome even 
for the sake of change. A Scripps-Howard 
columnist recently bemoaned the sad state 
of television for kiddies, as shown by the 
current popularity of old western, shoot- 
‘em-up movies. He counted 176 homicides 
and 125 cases of assault and mayhem in 
just forty hours of looking at the idiot 
box. Just why a man would want to spend 
his time in this manner, or keep a tally on 
such goings on, is surprising in itself. But 
as the same Scripps-Howard journal edi- 
torially pointed out, the revival of the 
Wild West film at least threw into eclipse 
those inane quiz shows which were threat- 
ening to turn us into “a nation of mental 
ragpickers rummaging for random use- 
less facts.” 


oe ees: on the contemporaneous 

scene, as we move unsteadily into this 
New Year of 1959, is a new form of com- 
munication discovered by the Soviet chief 
of state, Nikita S. Khrushchev. This is a 
real Russian invention—no phony. He has 
found a sure-fire way to get the most mile- 
age out of a story he wishes to spread all 
over America. He just calls it a state secret 
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Var. Rates Bonds, Due 1961-82 

BERGEN COUNTY SEWER AUTH., N. J. 
Var. Rates Bonds, Due 1961-97 

BOSTON, MASS. (2 issues) 

88% & 1.65% Notes, Due 1958 

CHICAGO, ILL.ft (2 issues) 

Var. Rates Bonds & Water Rev. Ctfs., Due 1960-83 
CHICAGO BOARD OF EDUCATION, ILL. 
2% & 1.70% Tax Warrants, Due 1959 

3%4% Bonds, Due 1961-78t 

CLEVELAND, OHIO+¢ 

2Y%.% & 2%% Bonds, Due 1959-83 
CONSUMERS PUBLIC POWER DISTRICT, 
NEBR.{ Var. Rates Rev. Bonds, due 1962-92 
COOK COUNTY, ILL.t+ 

3%% Bonds, Due 1959-68 

DADE COUNTY, FLA.+ 

Var. Rates Spec. Ctfs., Due 1958-72 

DENVER, COLO., CITY & COUNTY OFt 
Var. Rates Bonds, Due 1969-97 (2 issues) 
DETROIT, MICH.+f (;3 issues) 

Var. Rates Bonds & Rev. Bonds, Due 1960-83 
EAST BATON ROUGE PARISH S/D No. 1, 
LA. Var. Rates Bonds, Due 1960-79 

GEORGIA RURAL ROADS AUTHORITYt 
Var. Rates Bonds, Due 1960-79 

GREENSBORO, N. C.t 

Var. Rates Bonds, Due 1959-83 

HARRISBURG SEWERAGE AUTH., PA.j 
Var. Rates Rev. Bonds, Due 1961-83 

HAWAII, TERRITORY OFt 

Var. Rates Rev. Bonds, Due 1960-88 

ILLINOIS STATE TOLL HIGHWAY COM. 
MISSION} 4%% Rev. Bonds, Due 1998 
KENTUCKY, COMMONWEALTH OF}{ 
3% Bonds, Due 1973-86 

LOS ANGELES, CALIF.} (2 issues) 

Var. Rates Bonds, Due 1959-88 

LOUISIANA, STATE OF+ 

Var. Rates Spec. Tax Bonds, Due 1963-93 
MARYLAND STATE ROADS COMMIS. 
SION Var. Rates Rev. Bonds, Due 1959-73 
MASSACHUSETTS, COMMONWEALTH 
OFT Var. Rates Bonds, Due 1959-98 (2 issues) 
METROPOLITAN WATER DISTRICT OF 
SO. CALIF.f 3.10% Bonds, Due 1959-70 
MEMPHIS, TENN.t+ 

Var. Rates Rev. Bonds, Due 1960-88 

MIAMI, FLA.+f (2 issues) 

Var. Rates Bonds & Rev. Bonds, Due 1960-88 
MICHIGAN, STATE OFt 

Var. Rates Spec. Tax Rev. Bonds, Due 1959-82 
MILWAUKEE, WIS. (2 issues)t 

Var. Rates Bonds & Water Rev. Bonds, Due 1959-86 
NEWARK, N. J.t 

3.10% Bonds, Due 1959-78 

NEW HAMPSHIRE, STATE OFt 

2.60% Bonds, Due 1959-86 

NEW YORK SCHOOL DISTRICTS 

Var. Rates Bonds, Due 1958-88 (21 issues) 

OHIO, STATE OFf (2 issues) 

Var. Rates Spec. Tax Rev. Bonds, Due 1958-72 
OREGON, STATE OFt 

Var. Rates Bonds, Due 1963-72 
PHILADELPHIA, PA.+ 

Var. Rates Bonds, Due 1959-88 

PHILADELPHIA a DIST., PA.+ 
Var. Rates Bonds, Due 1960- 

PORT OF NEW YORK AUTHORITY 

Var. Rates Rev. Bonds, Due 1959 

SOUTH tap emg ‘STATE OF} 

2.30% Bonds, Due 1959. 

SPRINGFIELD, ILL. *y (2 issues) 

Var. Rates Rev. Bonds, Due 1960-97 
SPRINGFIELD, MO. 

Var. Rates Rev. Bonds, Due 1962-86 

STATE PUBLIC SCHOOL BLDG. AUTH., 
PA. Var. Rates Bonds, Due 1959-94 

ST. LOUIS COUNTY, MO.t+ 

Var. Rates Bonds, Due 1959-78 

TAMPA, FLA.+ 

Spec. Tax Bonds, Due 1959-87 

TEXAS, UNIV. AND A & M. COLLEGE 
Var Rates Bonds, Due 1959-78 


000 WAYNE & MACOMB COUNTIES, MICH. + 


Var. Rates Spec. Tax Drain Bonds, Due 1959-88 
Giuninsenptmenpcemmenieasts 


2,930 ADDITIONAL TAX-EXEMPT BONDS— 


(126 issues) 








Amount of Corporate Underwriting 
Issue Interest 
$ 30,000,000 BALTIMORE GAS AND ELECTRIC COMPANY 
First Ref. Mtge. Bonds, 4% Series due 1993. . . . . $ 3,550,000 
.20,000,000 CAROLINA POWER & LIGHT COMPANY 
First Mtge. Bonds, 444% Series due 1988. . 4,200,000 


18,000,000 CENTRAL HUDSON GAS & ELECTRIC CORPORATION 

First Mortgage Bonds, 444% Series due 1988 ... . 4,200,000 
12,000,000 CENTRAL ILLINOIS LIGHT COMPANY 

First Mortgage Bonds, 4% Series due 1988 . . .. . 3,850,000 
30,000,000 THE COLUMBIA GAS SYSTEM, INC. 


4% % Debentures, Due 1983. . 4,000,000 
50,000,000 CONSOLIDATED EDISON COMPANY OF ‘NEW YORK, 
INC. First & Ref. Mtge. Bonds, 4% due 1988 . 7,950,000 
40,000,000 CONSUMERS POWER COMPANY 
First Mtge. Bonds, 442% Series due 1988. . - 11,050,000 
11,700,000 GREAT NORTHERN RAILWAY EQUIPMENT TRUST Ss 
OF 1958, 312%, 4% & 44%% Certificates, Due 1958-73. . 6,000,000 
10,000,000 IOWA PUBLIC SERVICE COMPANY 
First Mortgage Bonds, 44% Series due 1988 .. . 5,450,000 


14,730,000 LOUISVILLE AND NASHVILLE RAILROAD EQUIP. 
MENT TRUSTS, 312% & 3%% Certificates, Due 1959-73 4,980,000 
11,000,000 MADISON GAS AND ELECTRIC COMPANY 


45% % First Mtge. Bonds, 1988 Series . . ar 5,150,000 
20,000,000 MERRIMACK-ESSEX ELECTRIC COMPANY | 

First Mtge. Bonds, 442%, due 1988. i a on aoe 7,600,000 
15,000,000 MISSISSIPPI POWER & LIGHT COMPANY 

First Mtge. Bonds, 444% Series due 1988. . ... . 7,100,000 
35,000,000 MONTREAL, THE CITY OF (CANADA)t{ 

Var. Rates Debs. Due 1959-65 & 1978 P 2,555,000 
13,500,000 MONTREAL TRANSPORTATION COMMISSION+ 

45% % S.F. Debentures, Due 1978 . 1,130,000 


65,000,000 NATURAL GAS PIPELINE COMPANY ‘OF AMERICAt 
4% % Debs. & 454% First Mtge. Pipeline Bonds, due 1978 5,167,000 
10,000,000 NEW ENGLAND POWER COMPANY 
First Mtge. Bonds, 4%, due 1988 . . c 3,550,000 
45,000,000 NEW ENGLAND TELEPHONE AND TELEGRAPH | 
COMPANY 35 Year 4% Debentures, Due 1993. . . . 4,350,000 
30,000,000 NEW JERSEY BELL TELEPHONE COMPANY 


35 Year 34% Debentures, Due 1993 . . Soeraey 6,250,000 
10,000,000 ORANGE AND ROCKLAND UTILITIES, INC. 
First Mtge. 442% Bonds, due 1988. . ote 5,100,000 


140,000,000 PACIFIC GAS AND ELECTRIC COMPANY} 
First & Ref. Mtge. Bonds, 34% & 412%, due 1978 & 1990 9,525,000 
80,000,000 PACIFIC TELEPHONE AND TELEGRAPH werent 


32 Year 444% Debentures, Due 1990. . . . . 17,850,000 
350,000,000 SEARS, ROEBUCK AND CO.}+ 
44% Sinking Fund Debentures, due 1983 . . - 16,791,000 
70,000,000 SOUTHERN BELL TELEPHONE AND TELEGRAPH 
COMPANY 35 Year 454% Debentures, Due 1993 . . . 17,750,000 
50,000,000 SOUTHERN CALIFORNIA EDISON COMPANY 
First & Ref. Mtge. Bonds, 454%, Due 1983 . . 7,350,000 


15,000,000 SOUTHERN COUNTIES GAS COMPANY OF "CALI- 

FORNIA First Mtge. Bonds, due 1983 (4%) ... .- 4,150,000 
30,000,000 SOUTHERN NATURAL GAS COMPANY 

414% Sinking Fund Debentures, Due 1978 . . .. . 3,100,000 
40,000,000 SYLVANIA ELECTRIC PRODUCTS INC.+ 

Debentures, 444% & 442% Due 1980 & 1983 . . . . 4,370,000 
80,000,000 TENNESSEE GAS TRANSMISSION COMPANYt 

5% Debs. due 1978 & 53%4% First Mtge. Bonds due 1979 . 4,335,000 
10,000,000 TEXAS ELECTRIC SERVICE COMPANY 


First Mtge. Bonds, 414% Series due 1988 .... . 6,400,000 
12,000,000 THE VIRGINIAN RAILWAY COMPANY 
First Lien & Ref. Mtge. Bonds, 4%, Due 1983 . . . . 2,800,000 





25,000,000 ADDITIONAL PUBLIC UTILITY BONDS (4 issues) 12,800,000 © 


34,005,000 ADDITIONAL —— — eeeumnattl 
(8 issues) . . - . 14,805,000 


f ., toa bel, 


or prosp , where , and current quotations will be supplied for 
any of these securities upon request. 
*To December 10, 1958 + Issue headed jointly by Halsey, Stuart & Co, Inc. and others. All other issues were beaded 


by Halsey, Stuart & Co. Inc. alone. Not included in these compilations are issues in which Halsey, Stuart & Co. Inc. 
participated only as a member of an account. 


Send For Year-End Bond Survey and Helpful Tax Chart 


Concise survey of 1958 bond market and outlook for 
1959, and tax chart to help you determine the value of 
tax exemption in your income bracket. Write without 
obligation for folders PF-1. 
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HALSEY, STUART & CO. INC. 


123 S. LASALLE STREET, CHICAGO 90 © 35 WALL STREET, NEW YORK 5 
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PAGES WITH THE EDITORS (Continued) 


and “confides” it to a United States Sena- 
tor for personal delivery to the President. 


_— the newest thing in Washington 
these days, or at least the thing which 
shows very much change for the year 
1959, will be the newly elected 86th Con- 
gress. A legion of Republicans and a few 
old-line Democrats will be missing when 
the role is called up yonder on Capitol 
Hill, January 7th. Yet, there will be quite 
a few familiar faces doing business at the 
same old stand where it counts the most in 
Congress. That would be among the com- 
mittee chairmen, most of whom will be 
back with us for another two years. 


Wuat will be the fate of legislation of 
interest to public utility industries and 
public utility regulators in the next Con- 
gress? Will the controls of the virtually 
unchanged leadership and committee 
chairmen spell out a fate similar to the 
legislative experience of 1958 and 1957? 
Or will the infusion of such a large fresh- 
man class, many from the left side of the 
political tracks, shift the center of gravity 
of the new Congress completely out of 
right field? 


FoLLowI1nc his annual custom of many 
years, our editor, FRANcis X. WELCH, 
has dusted off his crystal ball and come up 
with another stout list of ten predictions 
of things to come. We shall let Mr. 
WELcH’s predictions speak for them- 
selves, as they will be found by the reader 
in the opening article in this issue. Mr. 
WE tcH has run up some pretty good 
scores in the past; and there have 
been times when his performance was 
only so-so. This is the first time he can 
claim a perfect score, although it may turn 
out that he was saved by the bell in con- 
nection with a couple of delayed cases at 
the Federal Communications Commission. 


., or other noteworthy changes in the 
public utility field has been the im- 
pact of the chemical industry on gas and 
electric utility operations. Beginning with 
this issue (page 16) C. E. Wricur, 
former industrial magazine editor and 
now a free-lance writer in Jacksonville, 
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WILLIAM R. CONNOLE 


Florida, starts a three-part series on rela- 
tions between the chemical industry and 
the two utility groups. The first instal- 
ment deals with utility company experi- 
ence along this line in Texas, Louisiana, 
Mississippi, and the adjacent Gulf area. 
A veteran journalist, Mr. WRIGHT was 
formerly connected with Jron Age, of 
which he was managing editor for five 
vears. 


Fi“ COMMISSIONER WILLIAM R. Con- 
NOLE, whose article on threshold pric- 
ing of natural gas begins on page 23, is a 
native of Connecticut and a graduate of 
Georgetown University in Washington, 
D. C. (BA, LLB). He also took a Master 
of Arts degree at the graduate school of 
Trinity College in Hartford. Following 
World War II experience with the Army 
Air Force as a meteorologist in the Carib- 
bean and South American theaters, ComM- 
MISSIONER CONNOLE turned to legal prac- 
tice in Hartford. He entered the regula- 
tory field in 1950 when he was appointed 
counsel and chief legal officer of the Con- 
necticut Public Utilities Commission. In 
1955 he was appointed by President Eisen- 
hower as a member of the Federal Power 
Commission. 


THE next number of this magazine will 
be out January 15th. 


Rar Colitis 
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Has tools — will travel ! Utility and other 


emergency servicemen swear by this Dodge V-8 Tradesman, and for 
good reasons. Besides pick-up load space, it has lock-up room for all 
tools. And with famous Dodge dependability, it has these advantages 
that come in handy on all service calls: 45 hp. more than Truck ‘“‘C’’, 


19 more than Truck “‘F”’.. . shortest turning radius... the largest 





payload, load space, and brakes in the low-priced 3. 


You can choose a powerful V-8 or thrifty Six, 3- or 4-speed trans- 
mission—even push-button automatic LoadFlite. See your Dodge 
dealer about this Tradesman, or any Dodge truck up to 49,000-lb. 
G.V.W. Power Giants. Find out why... 


. today, 
v4 se iB O 6 [exe | 
Trucks 





A king-sized tool chest on wheels. . . that’s the Dodge Tradesman’s body. 
Tools and supplies stow neatly, where you can reach them quickly. A place 
for everything. All compartments lock. Available sliding roof protects 
pick-up load space, between body sides. Choice of two body styles. 








Coming IN THE NEXT ISSUE 


(January 15, 1959, issue) 





* 








THE ECONOMIC LIABILITY TO REPLACE 


The ‘liability to replace'’ as a measure of accrued depreciation is not a new method 
as far as the courts and public utility commissions are concerned in rate-making and 
accounting procedures. This method was used with good results by expert witnesses 
as long ago as twelve years and as recently as last year, in connection with an important 
rate case hearing. But this article by Professor Albert A. Ring of the University of 
Florida is probably the first time the liability to replace method has been spelled out 
for publication of general reader interest. Public utility economists, executives, attor- 
neys, and others will find Professor Ring's analysis of the economic liability to replace 
as a measure of accrued depreciation of definite interest. 


















THE IMPACT OF CHEMICAL INDUSTRY ON ELECTRIC-GAS UTILITIES. PART Il. 


This is the second of a three-part article showing how gas and electric utilities in nearly 
all sections of the country have shared in the outstanding growth of chemical processes 
in recent years. About 60 per cent of new plant growth for 1957 through 1959 has 
been scheduled for 14 states in the South and Southwest. In Part | of this series by 
C. E. Wright, former industrial magazine editor of Jacksonville, Florida, a picture was 




















¢ 
painted of the chemical industrial complexion that dominates the states of Texas and 
Louisiana. In this second part Mr. Wright extends his picture to the South Atlantic 
states where the story of one of the greatest industrial expansions the nation has wit- i 
nessed in many years is unfolded. , 
t 
UTILITY PROBLEMS DURING INFLATION i 
Perhaps the utility industries have not yet mastered well enough the art of successfully n 
presenting to the public the essence of their complex story. Certainly the performance 
of the gas and electric utilities in holding down the price of their products during the “ 
postwar inflationary period has not been generally appreciated nor even recognized. 
Herman L. Gruehn, vice president of the Baltimore Gas & Electric Company, has set b 
forth some unvarnished facts and some challenging thoughts in connection with the B 






revenue requirements of these utilities during a period of inflation. Without attempt- 
ing to tell these industries how to get their message across, he does give a down-to- 
earth summary of what the message should be. And he points to the railroads as an 
example of what can happen if the message does not somehow get across to the Amer- 









ican public and its representatives. 







* 





Al SO... Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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“I do not exclude the 


intelligent anticipation 


of facts* 














even. before 

















they occur.” 
—-CURZON 








*Rate Commissions will 
consider them too 


R&S HAS THE KEY to “intelligent anticipation of facts” upon which rate increase 
applications can be solidly based—continuing monthly rate analyses, delivered in plenty 
of time for a ‘forward instead of a backward look’. 
The difference can be great in return on invested capital (which now should be 
614—7%) and in more favorable terms when seeking new capital for expansion. 
R&S “One Step” Method of Bill Analysis 
is simplicity itself to put into operation—we do 
all the work in our office on the machine illus- 
trated below (exclusive with R & S). The cost 
is infinitely lower and faster than by any other 
method. 
We would like to send you the complete 
story—a request to Dept. P-1 will bring you the 
booklet “THE ONE STEP METHOD OF 
BILL ANALYSIS’’—no obligation of course. 


RECORDING & 
STATISTICAL CORP. 


100 SIXTH AVENUE 
NEW YORK 13, N. Y. 
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NATION-WIDE SERVICE 





C4aoukble Cake 


“There never was in the world two opinions altke.” 


DwicHut D. EISENHOWER 


President of the United States. 


LYNDON JOHNSON 
U. S. Senator from Texas. 


HoitmMes ALEXANDER 
Columnist. 


BENJAMIN FAIRLESS 
Former president, United 
States Steel Corporation. 


EDITORIAL STATEMENT 
The Wall Street Journal. 


Ezra Tarr BENSON 
Secretary of Agriculture. 


RayMOND MOoLEy 
Columnist. 


—MOonrTAIGNE 





“The hallmark of freedom is the right to differ as 
well as the right to agree.” 


¥ 


“The greatest of our perils is the prospect that we 
may allow our fears to transform our character, sap 
our vigor, and consume our strength.” 


© 


“We need another generation of go-getters in our 
flagging nation. We need to purge the secrecy and guilt 
which still cling to the inner ambition of most Amer- 
icans—to get rich.” 


© 


“Tn my opinion, one of the most powerful guaranties 
of quality performance is an incentive . . . Men take 
chances and work to the limit of their ability when the 
incentive is worthy of the risk or effort.” 


. 


“There is only one right approach to taxes, and that 
is for the government to reduce its spending enough to 
permit reductions without unbalancing the budget. But 
if that is too much to expect from the nervous politicians 
in the administration and Congress, then let them at 
least enact a legitimate cut in tax rates, What the econo- 
my needs far more than a tax holiday is a holiday from 
government gimmicks.” 


bs 


“Our society must remain free of excessive govern- 
mental paternalism, regimentation, and control. We are 
touched by government from before we are born until 
after we die. Government impinges on our lives every 
hour of the day and night. Most of these government 
activities are helpful in greater or lesser degree. But 
we must face the central problem of just how much of 
our lives, of our freedom, of our economy, and of our 
society we want to entrust to government.” 


¥ 


“Of very great importance is the bearing that the 
union shop has in politics. If the money contributed 
by workers of all and no party affiliation can be spent 
for a candidate picked by union leaders, the denial of 
justice goes beyond economic affairs. It is the denial 
to American citizens of their political freedom to sup- 
port candidates of their choice. To permit this sort of 
injustice to be prevalent will result in a political as well 
as an economic monopoly inimical to free institutions.” 
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Twofold Benefits From The 


Analysts Journal 


y. 


Its timely articles by the nations leading security analysts 
and economists keep you informed as to methods and 
trends in the security markets. You will be better able to 
present your company in its most favorable light if you 
know the trend of financial thinking as expressed in the 
official publication of the Security Analysts. 


Its advertising pages provide a means of putting your story 
across to the Analysts. There is no more direct and effec- 
tive way to contact this influential group of investment 
specialists than to advertise in their own quarterly Journal. 


To Keep Abreast of Investment Markets 
READ THE ANALYSTS JOURNAL 


To Keep Investment Markets Abreast of Your Company 
ADVERTISE IN THE ANALYSTS JOURNAL 
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Whether in general operations, financing, engineer- 
ing or other business matters, the consulting and 
advisory services of Commonwealth can be of mate- 
rial assistance. 

These services are integrated with the plans 
and policies of client management in accomplish- 
ing the desired objectives. Commonwealth experi- 
ence is built on work covering many states and 
companies, in operations varying from a few em- 
ployees to thousands, and in projects from a few 
dollars to many millions. 

Commonwealth is an independent organization 
built on a business record of 50 years, and wholly 
owned by officers and employees. 

Let.our booklet tell you more. 
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EDERAL UTILITY REGULATION ANNOTATE 
VOLUME 2, WITH SUPPLEMENTAL VOLUMES A AND B 


his 3-volume set comprises an analytical survey of the 
activities of the Federal Power Commission, in the admin- 
istration of the Federal Power Act and the Natural Gas 
Act from the beginning through 1957. 


Replete with 


@ Annotations of each Act, section by section, covering 
all important and precedent-making opinions of 
the Commission and of the courts on appeal, to 
January 1, 1958. 


@ Extensive editorial analyses 


@ FPC rules and regulations in effect July 1, 1958. 





Only Complete Reference Work 
of its Kind 


Questions are discussed relating to the determina- 
tion of the cost of projects, accounting, rate-base deter- 
minations, rates, service and granting of licenses, includ- 
ing the question of licensing partially settled by the special 
law authorizing development of power by the New York 
State Power Authority. The extent of the Commission's 
jurisdiction, what constitutes interstate commerce, return 
allowance, cost allocation in the fixing of gas rates, and 
many other vital subjects, are also discussed. 


A valuable possession for the executives of gas 
companies, and their counsel, as well as attorneys, 
utility analysts and others having an interest in the ac 
Power Commission. 


IQMOLY reiangdu 


wt 


U4 
1943 
1953 
1958 
Recent Commission and court rulings are included 
on various phases of the complex problems arising from 
the extension of Commission regulation to natural gas 
producers, as a result of the U. S. Supreme Court decision 
in the Phillips Case. Decisions are also included dealing 
with the filing of rates by gas producers and those with 
whom they do business, the departure from the cost 
basis for rate making because of the nature of produce! 
operations, and the troublesome problems as to changes 
in filed contract rates, such as the questions arisiny in 
the Memphis Case. 


producing, pipeline, gas distributing and e'e¢ 
rate experts, accountants, valuation eng. 
tivities, practices and procedures of the F>de 
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JANUARY 





Thursday—1 


Happy New Year, 1959! 


Friday—2 


National Association of 
Home Builders will hold 
convention and exposition, 
Chicago, Ill. Jan. 18-22. 
Advance notice. 


€ 


Saturday—3 


Industrial Heating Equip- 

ment Association will hold 

annual meeting, Cleveland, 

Ohio. Jan, 19, 20. Advance 
notice. 


Sunday—4 


American Society of Heat- 
ing and Air Conditioning 
Engineers will hold annual 
meeting and exposition, 
Philadelphia, Pa. Jan. 26- 
29. Advance notice. 





Monday—5 


International Home Fur- 

mshings Market begins 

merchandise mart, Chicago, 
Til. 


Tuesday—6 


Canadian Electrical Asso- 

ciation, Eastern Zone Sec- 

tion, will hold meeting, 

Quebec, Quebec, Canada. 

Jan. 26-29. Advance no- 
tice. 


Wednesday—7 


Doble Clients Conference 

will be held, Boston, Mass. 

Jan. 26-30. Advance no- 
tice. 


Thursday—8 


Third Annual “Live Better 
Electrically’ Women’s Con- 
ference begins, Chicago, IIl. 





Friday—9 


ican Water Works 

ciation, New York 
m, will hold midwin- 

ncheon meeting, New 

, N. Y. Jan. 27. Aa- 
vance notice. 


@ 


Saturday—10 


Midwest Welding Confer- 

ence will be held, Chicago, 

Ill. Jan. 28, 29. Advance 
notice. 


Sunday—11 


American Gas Association 
will hold home service 
workshop, New Orleans, 
La. Jan, 29-31. Advance 


notice. 


Monday—12 


American Institute of Elec- 
trical Engineers will hold 
winter general meeting, 
New York, N. Y. Feb. 1-6. 
Advance notice. 





Tuesday—13 


ican Gas Association- 

ic Coast Gas Associa- 

“eain joint public rela- 

conference, Phoenix, 
Ariz. 





Wednesday—14 


National Telephone Co-op- 

erative Association will 

hold annual meeting, Wash- 

ington, D. C. Feb. 6, 7. Ad- 
vance notice. 





Thursday—15 


Edison Electric Institute, 

Industrial Power and Heat- 

ing Group, begins meeting, 
Atlanta, Ga. 





Friday—16 


Oklahoma Utilities Asso- 

ctation, Accounting Section, 

begins meeting, Tulsa, 
Okla. 


9 














Courtesy, Irish Electricity Supply Board 


Paddy’s Power from Peat! 
Yes, in old Eire, the Ferbane generating station is the first Irish electric plant ever to use milled peat fo. th 
production of electric power. An immense peat bog is in the background. (See story in “What Others 
Think” department, page 53.) 
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The Outlook 
For Public Utilities—1959 


By FRANCIS X. WELCH* 


With the New Year will come a new Congress—the 86th—heavily 
dominated by the political opposition to the administration. With a 
background of possible policy conflict thus clearly set forth, what will 
be the consequences of new developments in Congress and among 
the federal agencies respecting various utility industries during 1959? 


HE “loyal opposition” to the Eisen- 
hower administration did not wait 
for the convocation of the 86th 
Congress to outline views and objectives 
to be pursued on the legislative front. But 
there have been so many voices speaking 
for the “loyal opposition” that the Wash- 
ington observer finds his task of analysis 
and prediction unusually complicated at 
this threshold of the year 1959. 
Who really speaks for the Democratic 
majority in the new Congress? Is it the 


*Editor, Pusiic Utiities FortNIGHTLY. 


so-called “Advisory Council,” composed 
of self-avowed liberals, such as Demo- 
cratic Chairman Butler, former President 
Truman, and Adlai Stevenson, titular 
head of the party? Or is it the time-tested 
Democratic leadership of the “Texas 
boys,” Speaker of the House Sam Ray- 
burn and Senate Majority Leader Lyndon 
Johnson? Will the shrunken Republican 
minority be able to form an effective coali- 
tion with more conservative Democrats, 
as in the past, on major matters of legis- 
lative policy? Will the rivalry of the 
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“presidential derby,” including such hope- 
ful contestants as Senators Kennedy of 
Massachusetts and Symington of Mis- 
souri, cause them and others to gear their 
pace during the coming year to the op- 
portunities for the eventual nomination of 
their party? 


HE answers to these questions, steeped 

with partisan considerations though 
they may seem, will have an undoubted 
bearing on the future of important bills 
introduced, considered, and possibly en- 
acted during the coming year. For ex- 
ample, there is the question, recently agi- 
tated, of cutting down the power of the 
House Rules Committee. The House Rules 
Committee, admittedly conservative in its 
outlook as compared with the House as a 
whole, was probably the decisive factor in 
blocking a Senate-approved bill at the last 
session of Congress to permit the Tennes- 
see Valley Authority to finance its own 
expansion by issuing its own securities. 
The liberal wing of the Democratic party 
has complained that the House Rules Com- 
mittee, which has not been greatly altered 
in its controlling leadership by the recent 
election, has been highhanded. 

Yet the House of Representatives, with 
435 members, and in which nearly 5,000 
bills were introduced during the last ses- 
sion, has to have some kind of traffic 
policemen. Otherwise it could never get 
things done, because the very limitations of 
the calendar would hopelessly clog the ave- 
nues of legislative progress. 

This writer believes that, despite all the 
thunder on the left, the House Rules Com- 
mittee and the House leadership will not 
be greatly disturbed in the coming session. 
But that does not mean that the overall 
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temper of the House will not be moved a 
few degrees leftward of the 1958 position 
of the House. It will be so moved. But it 
will be the prevailing sentiments of the ma- 
jority of the newly elected House which 
will be responsible—not short cuts, such as 
changing the rules, or throwing out the old 
leadership. The final decision of the House 
can always be changed, on petition, by a 
vote of the clear majority regardless of the 
Rules Committee. But that is something 
quite different from firing the traffic 
policemen and letting the congestion get 
out of hand. 


Pipes now to measures of special in- 
terest to the public utility industries 
and to public utility regulators, the out- 
look for 1959 is one for increased legisla- 
tive activity as compared with the experi- 
ence of 1958 and 1957. There will be more 
bills introduced and more bills passed. 
There will probably be some vetoes in the 
bargain. The net result is likely to be some- 
what less in favor of the position taken 
by the public utility industries on such 
legislation. 

In plainer words, it promises to be a 
year of “agonizing reappraisal,” to use 
that famous expression of John Foster 
Dulles. The public utility industries are 
going to have to reappraise their position 
on more than one piece of legislation be- 
fore the 86th Congress finishes its work in 
December, 1960. Just how much of this re- 
appraisal must be done during the coming 
calendar year will depend on a number of 
factors, including an almost certain vol- 
ume of counterirritation in the form of 
international tension, arguments over de- 
fense spending, foreign aid, agriculture 
controls, etc. And, of course, there will be 
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a 
No Errors in Predictions for 1958 








(Here reproduced is the exact text of predictions made by Mr. Welch in his “Outlook” 
article for 1958. Not one went wrong, although there is still a delay on item No. 8.) 


. “Breakers ahead for federal commissions. The staff of the Moulder Committee, otherwise 
known as the House Subcommittee on Legislative Oversight, is planning some uncomfortable 
moments during the coming year for federal commissions and regulated industries. The 
idea is to show that regulated industries have been more liberal than proper in dispensing 
hospitality, etc., and too informal in contacting federal regulators and commission staff. 
First on the carpet will be the FCC for reported favors done by successful TV applicants 
in controversial cases.” Right, as predicted. 


. “No gas legislation. As for proposed amendments to the Natural Gas Act, the coming 
congressional session may see a double feature—the Harris Bill to relieve producers of 
full-scale FPC regulation and a bill to allow pipeline companies to file rate increases under 
bond such as recently thrown out by a United States circuit court of appeals in the so- 
called Memphis case. The outlook, however, is against final action.” Right as predicted. 


. “No changes in taxes. Despite advance estimates of increased government tax collections 
and special efforts by the tetephone-telegraph industries to get rid of their 10 per cent 
excise taxes, tax reductions for any kind of business look pretty hopeless for the coming 
year.’ ” Right, as predicted. 


. “No TVA legislation. For the first time since the Eisenhower administration took office, 
TVA will be under majority control of directors of the President’s own choice. There 
will doubtless be an effort to revive or compromise various proposals to put the TVA on 
a self-sustaining basis through the issuance of revenue bonds, etc. But the Democratic 
majority in Congress, feeling a victory in their bones during the coming congressional 
election next fall, will not be disposed to accede to administration ideas. Result: stalemate 
for another year.” Right, as predicted. 


“Public ownership in the Northwest. The next session of Congress is likely to witness a 
fight by the government power advocates against efforts of public utilities to build badly 
needed power projects in the Pacific Northwest. The Snake river licenses for the Idaho 
Power Company (including Hell’s Canyon) will not be disturbed, although they will be 
raked over again at length. But private company proposals to build a dam at the Mountain 
Sheep site, if approved by the FPC—as seems likely—will unleash a new drive for a law 
to curtail FPC licensing powers. It will not succeed because of the veto power of the White 
House. But it will make political medicine for the campaign.” Right, as predicted. 


; “Economy wave and public projects. The congressional majority will protest the adminis- 
tration’s efforts to offset the tremendous new additional expenditures needed for missile 
developments by slashing public works programs. Actually the Reclamation Bureau and 
Army Engineers’ projects may feel the effect of the economy ax, but such political favorites 
as the cheap REA interest rates will not be changed.” Right, as predicted. 


. “Atom plant building by AEC. Notwithstanding the economy drive to offset missile ex- 
penditures, there is a good chance that Congress and the administration will agree that 
the AEC should directly build more nuclear power plants. The old Gore-Holifield Bill will 
be dusted off and given a new look with fresh emphasis on the argument that ‘We cannot 
let Russia get ahead of us in this field.” The AEC hitherto adamant against being diverted 
into power plant business may have to yield ground to go along with Congressmen who 
think that AEC should lead the way in this field.” Right, as predicted. 


. “FCC and the telephone companies. Still pending before the FCC are several very impor- 
tant matters affecting the telephone companies. Specifically there is the question of whether 
Bell companies should be permitted to lease private mobile radiotelephone systems. There 
is also the question of allocation frequencies in the microwave area. As to mobile radio- 
telephone, the FCC will probably authorize the telephone cofApany tariffs, notwithstanding 
Justice Department opposition. The microwave radio frequency proceedings, however, are so 
broad and complicated that it is doubtful if the FCC can dispose of this matter entirely 
during 1958.” Both cases are still pending with the FCC. 


. “State regulation. Continued inflation is bound to result in at least as much rate case activity 
as in 1957. As in the past several years, the increasing disparity between cost and value in 
public utility plant investment will keep up the pressure to examine or re-examine tradi- 
tional attitudes on the cost base, depreciation theories, etc. New state legislation, however, 
is not likely to be forthcoming.” Right, as predicted. 


. Accelerated depreciation. The arguments over whether to ‘normalize’ or not to ‘normalize’ 
income tax expenses for utilities taking advantage of accelerated depreciation deductions 
will continue to occupy the attention of many state commissions.” Right, as predicted. 


3 JANUARY 1, 1959 












the inevitable crosscurrents of political 
fortunes. With a wide-open presidential 
race coming up for both parties in 1960, 
it will be impossible to divorce politics 
from almost every action of Congress in 
the field of domestic legislation. 

With these words of caution in mind, 
let us now examine some matters almost 
certain to arise in the coming year, which 
fall into the broad category of “public 
utility interest.” 


l TV A’s self-financing bill. As already 
* stated, only the House Rules Com- 
mittee blocked a Senate-approved bill at 
the last session which would have per- 
mitted TVA to finance its own expansion 
by issuing its own securities. This bill was 
objectionable not only to the investor- 
owned utility industry, but to the adminis- 
tration as well—particularly the Budget 
Bureau. The administration objected to 
that provision of the bill which would ex- 
empt TVA from the Government Cor- 
poration Control Act, requiring Treasury 
approval of proposed bond issues. The in- 
vestor-owned industry greatly opposed 
the possibility of unlimited TVA expan- 
sion from its present territorial area of 
operation. 

As a result of determined opposition by 
Chairman Smith (Democrat, Virginia) of 
the House Rules Committee, the bill died 
with the session, despite last-minute ef- 
forts of House Speaker Raburn to re- 
vive it. The prediction is now made that 
a TVA-financing bill will probably be 
passed at the coming session. In its initial 
form it will not vary greatly from the 
Senate-approved version of 1958. But 
concessions may have to be made by the 
bill’s supporters to obtain White House 


JANUARY 1, 1959 


PUBLIC UTILITIES FORTNIGHTLY 





approval. Such concessions would prob- 
ably limit TVA to its present area of op- 
erations and give the Budget Bureau and 
Treasury Department a greater measure 
of control over TVA self-financing. On 
the other hand, a cocky majority in the 
House could conceivably put a wide-open 
TVA bill over, despite a presidential veto. 
It will be a matter of close bargaining; 
and this reviewer thinks that some conces- 
sions will be made for limited TVA con- 
trols. But one thing seems pretty certain 
—TVA self-financing will become the 
law. 


2 No gas producer exemption law. Al- 
¢ though the natural gas producers will 
find themselves more closely united with 
the pipeline industry than in previous 
years on the subject of FPC regulation 
—there seems virtually no chance that 
Congress will pass or even consider an- 
other bill to exempt the producers from the 
full regulatory authority of the FPC. In 
fact, the likelihood of Congress re-enact- 
ing a new version of this twice-vetoed 
controversial measure seems more remote 
than at any time during the past decade. 
Nineteen fifty-nine may be the year of 
practical realization for the natural gas 
producer industry that federal regulation 
is here to stay. This observation is made 
with the full knowledge that such expres- 
sions as “utility-type regulation” are still 
regarded as dirty words in some oil and 
gas production areas—almost in the cate- 
gory of that equally controversial expres- 
sion “integration.” But, as in the case of 
“integration,” the inevitability of federal 
control of natural gas production, no mat- 
ter how distasteful, seems to be the law 
of the land. We may look, therefore, to 
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Atomically Speaking, Utilities Are Criticized 
Whether They DO or DON’T! 


E will be told that investor-owned utilities are 
not making headway. And where they are 


making headway, we shall be told by some union 
labor leaders that the utility company plans are un- 
safe. Such as industry plans to build the proposed 


gas-cooled nuclear reactor in Pennsylvania. 


The 


criticism is mainly that employees and the public may 
be exposed to risks and radiation, explosions and 
other hazards. The unstated implication is that Uncle 
Sam's atomic power plant could never entail such 


risks. 


Thus, the electric utilities face criticism from such quarters, whether they 
act, or fail to act, on atom plant building plans. The real objection, of course, 
of such critics would seem to be based on the assumption that any power plant, 
not built at the expense of the federal taxpayer, is a blundering disregard of 


the public interest. 








see the production industry, together with 
the FPC and allied segments of the 
natural gas industry, facing up to the need 
for living with the present law, instead of 
trying to change it by a congressional act 
which will not come to pass. Much can be 
done and probably will be done at the 
regulatory level to make producer regula- 
tions more workable, if not more palat- 
able. And if progress along these lines is 
achieved in the coming year, that will be 
at least one solid accomplishment. But it 
will probably take more than one year for 
some producers to concede that they are 
“in the Army now,” as far as public util- 
ity classification and FPC regulation are 
concerned. 


3 Other gas legislation. A good many 

* lawyers and regulators were sur- 
prised when the U. S. Supreme Court, by 
a 5-to-3 vote, recently reversed the U. S. 
circuit court of appeals for the District of 


Columbia in the celebrated Memphis case. 
This writer was among those who felt, 
solely on the basis of past performance, 
that a majority of the court would barely 
affirm the lower court by requiring pipe- 
line companies to obtain the advance con- 
sent of their customers to file tariff in- 
creases under § 4 of the Natural Gas Act. 
‘The Harlan opinion in the Memphis de- 
cision of December 8, 1958, not only rein- 
stalled the effectiveness of the filed tariff 
rate increase procedure, but it also had a 
number of interesting by-products. 

The Supreme Court relieved Congress, 
for example, of any necessity for clarify- 
ing the rate-making provisions of the act. 
It served notice on regulatory extremists 
that the Natural Gas Act was not passed 
by Congress solely to assure consumers of 
the lowest possible rate without regard for 
any protection of the interest of the regu- 
lated gas industry. And it will probably 
provoke some agitation in Congress from 
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the other direction—bills to reinstate the 
Memphis decision by statutory amendment 
to the Natural Gas Act. This writer does 
not give such legislation any chance of 
passage. 

More serious, however, for the gas and 
oil industry, will be the drive already be- 
ing mobilized by Senator Proxmire 
(Democrat, Wisconsin) to wipe out the 
present 27 per cent depletion tax allow- 
ance. Right after the election Senator 
Proxmire indicated that he was pretty 
sure he had enough votes to put this 
across. More recently Senator Monroney 
(Democrat), from the gas-producing state 
of Oklahoma, said that he thought there 
were enough votes to block it. The out- 
come looks like a very close battle, indeed, 
to this writer. In other words, it looks like 
a tossup and just plain guessing, at this 
stage, to attempt any forecast as to which 
way it will go. The final decision may turn 
on a degree of compromise. The depletion 
allowance may be cut down rather than 
cut out. The outlook will be clearer on this 
when the White House clearly indicates 
its position, which now seems to be the 
subject of conflicting rumors. 


4 No change in REA law or policy. Al- 
¢ ready this writer can see four distinct 
moves in the next Congress, now shaping 
up, to alter the policy and activities of the 
Rural Electrification Administration. Two 
of these will come from the left and two 
will come from the right—as those terms 
are loosely used in the ideological sense. 
The result will be a standoff, with nothing 
much actually done to change the present 
form or scope of operations by REA. 
First, there will be an effort, already 
promised by Budget Director Stans, to 
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raise the interest rate on REA loans from 
its present subnormal and unrealistic level 
of two per cent. It will fail. Likewise, from 
the same quarter will come an effort to 
taper off REA appropriations for new 
loans and to encourage REA borrowers to 
go to private sources for their financing. 
This, too, will fail. As during the last six 
years a majority of Congress, notwith- 
standing administration wishes, will keep 
REA appropriations to the level to which 
the administration did not want it to be- 
come accustomed. During the present 
fiscal year (1959) this comes to $317 mil- 
lion for electric loans and $67.5 million 
for telephone loans, with a $25 million 
contingency fund. Do not look for that 
level to be greatly altered in the coming 
fiscal year, no matter how much less the 
administration recommends. 


i based let us look in the other direction 
—the direction from whence comes 
the voice of the REA co-op lobby. Last 
year it made a strong effort, in the form of 
the Humphrey-Price Bill, to “emancipate” 
the REA from the policy control of the 
Secretary of Agriculture. Another strong 
attempt will be made next year. This, too, 
will fail, although it may take President 
Eisenhower’s veto to keep the law off the 
books. Another effort to liberalize REA 
operations from the standpoint of the co- 
op lobby may take the form of a measure 
to annul a Comptroller General’s ruling 
against the use of REA funds to finance 
co-operative extension of service to cus- 
tomers for whom privately owned electric 
utility service is already available. There 
has even been talk of legislation to make 
it harder for privately owned companies 
to buy out REA co-ops. It does not seem 
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Predictions of Events for 1959 








(Here is a summary of the things likely to occur in Washington 
of special concern to the public utility industry.) 


TVA self-financing bill. In the new Congress a bill to permit TVA to fiance its own ex- 
pansion by issuing its own securities will be passed and it will become law. The adminis- 
tration, as the price for the President’s signature on such a bill, may obtain some conces- 
sions in the form of restrictions set by the Comptroller General. But it will not be 
satisfactory legislation for the investor-owned electric utility industry. 


. No gas producer exemption law. The independent natural gas producers are doubtless 
still hopeful that Congress will one day re-enact some version of the twice-vetoed producer 
exemption bill. But the outlook for such a law to relieve producers from the full jurisdic- 
tion of the Federal Power Commission under the Natural Gas Act is probably worse than 
at any time within the past decade. 


Other gas legislation. The recent U. S. Supreme Court decision upholding the FPC in 
the so-called Memphis case relieves Congress of any need for clarifying the rate increase 
provision of the Natural Gas Act (§ 4), but it may also result in new bills (with little 
chance of success) to require pipeline companies to get advance consent of customers to 
file rate increases even under service-type contracts. More serious for the gas and oil 
industry will be the drive certain to be made for the elimination or curtailment of the 
present 27 per cent depletion tax allowance. This looks very close, with the outcome a tossup. 


. No change in REA law—or size of appropriations. The administration will try to taper 
off REA appropriations for new loans and to increase the interest rate. But Congress will 
keep REA spending in the manner to which it has been accustomed during recent years, 
and will otherwise not change the law. On the other hand, a bold attempt of the REA 
co-op lobby to make REA independent of the Secretary of Agriculture will not succeed. 

. A hard battle for a Columbia Valley Authority. The administration, particularly the 
Comptroller General, is opposed to the unlimited use of the federal corporation device, 
which would result in a virtual regional autonomy. A dingdong battle will be waged, prob- 
ably without a final decision in 1959. President Eisenhower’s véto may be necessary, how- 
ever, to block eventual enactment of a law displeasing to the administration. 


. AEC atomic plant building. The public power lobby will be out in full force during the 
coming year to write more legislation compelling AEC to build atomic power plants. The 
AEC will probably be first to yield to some extent before the heavy Democratic majority 
in the next Congress. 


. Rate regulation at the state level. Just as there were more rate cases in 1958 than in 1957, 
a continued increase in the number of cases before the state commissions can be expected 
for 1959. Furthermore, with inflation likely to continue, there will be more agitation for 
revision of rate base and rate of return procedures. However, state legislation in this area 
will not be very productive despite the fact that 45 out of 49 state legislatures will be 
meeting in regular session. Although still in the minority (by about 2 to 1), the state case 
trend continues towards recognition of value as distinguished from original cost. 


. Legislation affecting telephone companies. The perennial attempt to cut down or cut out 
the federal telephone excise taxes will be no more successful this year than before. On the 
other hand, we see difficulties in the path of the joint federal-state proposal to turn over 
a part of federal excise tax collections to the states in return for their acceptance of 
certain welfare responsibilities. The minimum wage will probably be increased from $1 to 
$1.25 and the exemption in the present Fair Labor Standards Act for operators at small 
telephone exchanges may be wiped out—although final action on such measures may not 
be completed in 1959. Labor bills generally will have strong support in the next Congress. 


Telephone cases before the FCC. The FCC will probably uphold its examiners’ decision 
approving the Bell system acquisition of independent company properties in Wisconsin. 
Two other major telephone cases before the FCC are now given less than 50 per cent 
chance of success: (1) Bell system’s effort to file tariffs to cover lease-maintenance mobile 
telephone service on a regulatory basis, (2) the industry’s effort to get more microwave 
frequencies. The Bell system’s 1956 consent decree ending the Western Electric antitrust 
suit may get more critical attention from a House Judiciary subcommittee. 


. Legislative Oversight Subcommittee. The House subcommittee investigating improper 
influence on the federal commissions will make a critical report early next year and will 
continue in the business of checking up on the commissions. But the effort to obtain 
procedural reforms by legislation are likely to get fouled up in congressional controversy. 
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likely that such extreme legislation will 
get on the statute books—not, at least, 
as long as Ike is in the White House. 


5 A drive for Columbia valley legisla- 
¢ tion. Another measure on which 
the President’s veto power may have to 
be invoked is a strong drive being mobi- 
lized by Senator Neuberger (Democrat, 
Oregon) for his latest version of a 
Columbia Valley Development Corpora- 
tion. The Oregon Senator has endeavored 
to sugar-coat this pill with a revision of 
the “preference clause,” under which in- 
vestor-owned companies in Oregon could 
at least share power from federal dams. 
Under present law they might have to sit 
idly by and watch the lion’s share of 
such power being sold under the “prefer- 
ence clause” of the present Bonneville 
Power Act to government power agencies 
in Washington state and elsewhere. 

But the Neuberger Bill is still only an 
up-to-date rehash of the old Columbia Val- 
ley Authority. It will stir opposition from 
a number of quarters. Private companies 
will object that their properties could be 
expropriated. Regional interests will ob- 
ject that the new setup would be more 
autonomous and authoritarian than even 
the TVA. Under self-financing provisions 
it would be largely free of congressional 
purse strings and administration apron 
strings. It would cut clear across the au- 
thority and plans of such old-line agencies 
as Army Engineers and Interior Depart- 
ment. 

Nevertheless there is powerful support 
for Senator Neuberger’s measure, and a 
hot battle is likely to be waged in the next 
Congress, with the final battle perhaps go- 
ing into the year 1960. Based on past per- 
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formance, especially the strong opposition 
registered by his Comptroller General, 
President Eisenhower would be opposed 
to such a bill and would veto it if neces- 
sary. On that basis prediction is made that 
Senator Neuberger will not get his law in 
1959 and probably not in 1960. 


6 AEC atom bomb building. We can 
° expect the government power lobby 
to be out in full force during the coming 
year to write more legislation compelling 
the Atomic Energy Commission to build 
atomic power plants as a direct federal 
government responsibility. Senator Gore 
(Democrat, Tennessee) is already calling 
for an all-out drive in this direction to 
save the nation from the danger of falling 
behind Soviet Russia. Nobody knows for 
sure just how many atomic electric power 
plants Soviet Russia has, and Khrushchev 
is not telling even Senator Humphrey 
(Democrat, Minnesota). But we can be 
certain that all the arguments of those 
who are in favor of federal power or noth- 
ing will be trotted out. 

We will be told that investor-owned 
utilities are not making headway. And 
where they are making headway, we shall 
be told by some union labor leaders that 
the utility company plans are unsafe. We 
shall be given the patronizing argument 
that electric utility companies, organized 
on a profit motive basis, cannot “reason- 
ably” be expected to spend the necessary 
money to do the necessary work of de- 
velopment and to take the necessary 
financial risks and make the necessary 
sacrifices. The alternative must be to put 
Uncle Sam into the atom plant business 
without regard for competitive costs of 
electricity generated with conventional 
fuels. 
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Irregularity 


Could Become a Hunting 


Ground for Lawyers 





























“ HAT ... is going to come of the recommendations already made for 

‘reforming’ regulatory commission procedures so that commissioners 
do not become the subject of improper influence? The Justice Department 
has suggested . . . that parties found to be seeking to exert undue influence 
should be summarily disqualified. ... Certainly, actual disqualification on the 
basis of irregular procedure is no answer to the problem. . . . no regulatory 
decision would ever become final. Every contested case could become a 
happy hunting ground for lawyers trying to dig up evidence of irregularity . . . 
It could result in even more irregular procedure, by way of efforts of rival 
applicants to inject the very issue of irregular pressures, just to throw a stronger 
opponent out of the case. What would prevent the sharp practice of actually 


‘planting’ a rumor to bring about this result?" 








c is rather interesting to note, in passing, 

that criticism has already been heard 
from this quarter over private industry 
plans to build the proposed gas-cooled 
nuclear reactor in Pennsylvania. The 
criticism is mainly that employees and the 
public may be exposed to risks of radia- 
tion, explosions, or other hazards. The 
unstated implication is that Uncle Sam’s 
atom power plant could never entail such 
risks. Thus, the electric utilities face 
criticism from such quarters, whether 
they act, or fail to act, on atom plant build- 
ing plans. If they fail to act, the country 
is in danger of falling behind Soviet 
Russia. If they try to act, they must be 
prevented or delayed, so as to be sure that 
there are no undue risks. The real objec- 


i) 


tion, of course, of such critics would seem 
to be based on the assumption, as it has 
been in the past, that any power plant, not 
built at the expense of the federal taxpay- 
er, is a blundering disregard of the public 
interest. SenatorMorse (Democrat, Ore- 
gon) has indicated that he would even be 
disposed to flood out plants already built 
in the Hell’s Canyon area by the Idaho 
Power Company, if Congress would only 
see the light and authorize a high federal 
dam, even at this late date. 

Just the same, the influence of the so- 
called “public power bloc” will be so strong 
in the next Congress that AEC may have 
to compromise the position previously 
taken by former AEC Chairman Strauss. 
In other words, Senator Gore will prob- 
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ably succeed in having Congress pass a 
bill directing the AEC to build some atom 
power plants in addition to those already 
authorized. 


7 Rate regulation at the state level. At 
© least 45 out of the 49 state legisla- 
tures will meet next year. We can expect 
that a number of bills will be passed af- 
fecting utility regulation. But there prob- 
ably will not be very many new rate base 
measures, such as those which have been 
popping up, off and on, in recent years. 
Governor Harriman in New York will not 
be around to revive his perennial attempt 
to put the telephone and transit rate base 
law in that state on a cost basis. Elsewhere, 
most of the state legislatures now seem 
disposed to leave their state commissions 
to work out their rate policies under pres- 
ent laws. 

True, the newly elected governor of 
California, Pat Brown, campaigned on a 
promise to see that utility rates were cut 
to reflect accelerated tax deductions taken 
by public utility companies—and even to 
reflect so-called “savings” not taken by 
some utility companies. Now that he has 
been safely elected, Governor-elect Brown 
may decide to confine his influence on Cal- 
ifornia regulation to his forthcoming ap- 
pointments to the commission. Elsewhere 
there will probably be some overhauling 
of antiquated or inadequate state regula- 
tory laws. Agitation along this line has 
appeared in a number of jurisdictions, 
such as the District of Columbia. But not 
much basic change is in sight. 

At the regulatory commission level, 
however, we can expect a sustained tempo 
of rate case activity. This is due to 
inflation, which will certainly continue 
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throughout the coming year. And so, just 
as there were more rate cases in ’58 than 
in ’57, there will probably be even an ad- 
ditional number in ’59. The regulatory 
commissions themselves and their appel- 
late courts will have to struggle with the 
recurring problems of adequate return 
and justifiable rate base procedure under 
existing statutes, and under the pressure 
of the decreasing purchasing power of the 
dollar. This means that the perennial ar- 
guments over cost versus value in the rate 
base will still be with us. And although 
recognition of current value is still very 
much in the minority among the state 
commissions (about one to two), the long- 
range trend continues in that direction, as 
distinguished from strict adherence to 
original cost. 


wo other specialized aspects of util- 

ity litigation will continue to occupy 
much attention at the state level. One of 
these is the recurrent question—already 
referred to in connection with California 
—whether accelerated amortization for 
tax purposes should be reflected in the 
rate-making process. In addition to the 
Federal Power Commission, which is still 
pondering the question, there is a very 
definite division among the state commis- 
sions as to whether so-called “tax sav- 
ings” under this form of depreciation al- 
lowance should be temporarily assigned 
to the utilities as a form of tax deferral. 
The results during the coming year 
should etch the trend more clearly than 
can be seen in the present confused pic- 
ture. This much is certain: Accelerated 
depreciation will pretty soon go out of 
style with utilities unless they get some 
benefit from it, instead of a regulatory 
penalty for using it. 
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The second lively issue, at the state lev- 
el, is not strictly a regulatory matter. It 
involves the question of validity of state 
laws permitting utility companies to be 
compensated from federal-aid highway 
funds for the expense of relocation of fa- 
cilities due to highway construction. This 
type of law seems to be undergoing a 
phase of constitutional litigation with re- 
sults, so far, inconclusive. Five state 
courts have passed on it and probably as 
many more will do so during the coming 
year. 


8 Legislation affecting telephone com- 
* panies. Telephone companies are go- 
ing to have at least two problems with 
the next Congress and they are not likely 
to come out too well on either. First, 
there is the perennial attempt of the in- 


dustry to cut down or cut out the federal 
telephone excise taxes of 10 per cent on 
monthly bills and 10 per cent on long- 
distance calls. A very excellent case can 
be made, from the standpoint of logic 
and equity, for the proposition that this is 
an unfair and discriminatory tax. No 
other utility service is taxed in this man- 
ner. Furthermore, it was originally sup- 
posed to be an emergency and wartime 
tax, but it is still with us nearly fourteen 
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years after the end of World War II— 
along with the excise tax on liquor, jew- 
elry, night clubs, mink coats, and such 
other luxury items. 


B” logic and equity do not always 

sway Congress when they must be 
weighed in the scales of fiscal expedience 
caused by an exploding budget, badly out 
of balance. The federal government will 
need tax money wherever it can find it. 
And the telephone tax brings in too hand- 
some a sum, collected in too easy a man- 
ner, for Uncle Sam to give it up without 
a terrible struggle. A struggle may be 
made; but this observer does not think it 
will succeed. On the other hand, the pro- 
posal of the Joint Federal-State Commit- 
tee to have the federal government turn 
over a part of the federal excise tax col- 
lections to the states, in return for their 
acceptance of certain welfare responsibili- 
ties, will also run into trouble. The tele- 
phone companies would not like to see this 
happen because it would virtually assure 
the perpetuation of the telephone excise 
tax on monthly bills—once it passes into 
the realm of state rather than federal rev- 
enue-raising tax jurisdiction. A fight will 
be made for this plan also, but there are 
enough arguments to give the telephone 


“NINETEEN fifty-nine may be the year of practical realization for the 
natural gas producer industry that fede respiiien is here to stay. 
This observation is made with the full knowledge that such expressions 
as ‘utility-type regulation’ are still regarded as dirty words in some oil 
and gas production areas—almost in the category of that equally con- 
troversial expression ‘integration.’ But, as in the case of ‘integration,’ 
the inevitability of federal control of natural gas production, no matter 
how distasteful, seems to be the law of the land.... Much... probably 
will be done at the regulatory level to make producer regulations more 
workable, if not more palatable. .. . But it will probably take more than 
one year for some producers to concede that they are ‘in the Army 
now, as far as public utility classification and FPC regulation are con- 
cerned," 
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companies a chance to block such a move, 
which would otherwise make the tele- 
phone excise tax a permanent nuisance on 
the American scene. It may become that, 
anyhow, but not necessarily in 1959. 


si HE second battle in Congress for the 
telephone companies involves the in- 
dependent branch mainly. They are the 
ones primarily concerned in retaining the 
present exemption of telephone operator 
wages at small exchanges (less than 750 
stations) from the operation of the Fair 
Labor Standards Act. In 1959, the AFL- 
CIO will mount an attack on this exemp- 
tion in the Wage-Hour Law, along with a 
labor union proposal to boost the mini- 
mum wage from $1 to $1.25 an hour. For 
a number of years the independent tele- 
phone companies have been surprisingly 
successful in retaining this small exchange 
operator wage exemption. In 1959 this 
observer believes their luck will run out. 
Labor union influence will be too strong 
in the next Congress. 


9 Other telephone problems in Wash- 
* ington. The Bell system may have its 
own problem in Congress in 1959 with a 
subcommittee of the House Judiciary 
Committee. This is the group headed by 
Representative Celler (Democrat, New 
York), and actively prodded by Repre- 
sentative Roosevelt (Democrat, Califor- 
nia), which has been needling the Justice 
Department because of a 1956 consent 
decree filed in a federal district court in 
New Jersey. Under that decree the fed- 
eral government voluntarily called off its 
antitrust suit against the American Tele- 
phone and Telegraph Company by which 
it originally sought to have Western Elec- 


JANUARY 1, 1959 


12 


tric Company dissolved or divorced from 
the Bell system. Under the terms of the 
consent decree the Bell system was per- 
mitted to retain Western Electric as 
a manufacturing subsidiary, provided 
Western and the rest of the Bell compa- 
nies confine their operations and activi- 
ties to regulated telephone service, oper- 
ations, and requirements. 

The Celler-Roosevelt influence was not 
quite strong enough during the last ses- 
sion to instigate any full-dress investiga- 
tion along these lines. But it may be dif- 
ferent during the coming year, when the 
complexion of the House Judiciary group 
may be a shade or two pinker than it was 
in ’58. Representative “Jimmy” gave 
every evidence of indicating that he 
thought he had a pretty good issue by the 
tail. If he gets any encouragement from 
a majority of the House Judiciary Com- 
mittee, we shall be hearing more along 
these lines. 


ate allied to the antitrust con- 
sent decree mentioned above is an 
important case still pending before the 
FCC. This involves the question of wheth- 
er the Beil system may file tariffs which 
would cover lease-maintenance of mobile 
telephone service on a regulatory basis. 
In two small Connecticut cases the FCC 
recently decided that the Southern New 
England Telephone Company could not 
render lease-maintenance service on a 
contract basis to provide mobile radio- 
telephone service to customers using ra- 
dio frequencies. In that case the FCC 
decided that the lease-maintenance oper- 
ation violated the 1956 consent decree 
and it reversed an earlier order granting 
the radio licenses. 
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The broader issue still pending before 
the FCC, however, involves an effort by 
the Bell system to convert its private con- 
tract mobile radio lease-maintenance busi- 
ness into a regulated telephone utility 
business, through the process of filing 
tariffs. Justice Department has objected. 
But if the FCC agrees, the Bell system 
can go ahead with its lease-maintenance 
mobile telephone business as a regulated 
common carrier service, thereby remov- 
ing it from the restrictions of the consent 
decree. In the light of its limited decision 
in the Southern New England Telephone 
case, and with both the Justice Depart- 
ment and the House Judiciary Commit- 
tee breathing down its neck, the FCC may 
decide this one against the Bell compa- 
nies. This is just guessing, and it is not to 
suggest that the FCC would be yielding 
to improper or any other kind of pressure 
(although there has seemed to be a slight 
epidemic of that sort of thing recently). 
This is just plain prognostication, on the 
basis of past performance and the way 
the wind is blowing around Pennsylvania 
avenue. 


T HE other telephone matter still be- 
fore the FCC is the broad, drawn- 
out microwave frequency decision. The 
telephone companies, both Bell and inde- 
pendent, have been seeking—along with 
numerous other users and would-be users 
of radio frequencies—to obtain increased 
radio frequency assignments in the micro- 
wave bands. This is the segment of the 
radio spectrum which has become recent- 
ly opened up for exploration and utiliza- 
tion by reason of improved technology in 
all branches of the radio art. 


But the telephone company’s case be- 
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fore the FCC involves some long-range 
policy questions—such as the conserva- 
tion of the radio spectrum. The telephone 
industry has long contended that it can 
make more effective and economical use 
of these frequencies than unregulated 
private industrial users. They have con- 
tended that such use by a regulated utility 
business would be more in the public inter- 
est. Unfortunately for the telephone com- 
panies’ argument, broad and sweeping de- 
mands of the Defense Department for 
radio frequencies in this area have, as a 
practical matter, undercut the policy ques- 
tion. The FCC has uncritically granted the 
defense agencies what they asked. Yet, the 
telephone companies’ arguments are not 
altogether moot. The policy issue is still 
theoretically pending for decision as be- 
tween telephone companies and other in- 
dustrial applicants. But under the circum- 
stances the FCC is not likely to be in too 
great a hurry. 

There is an important international con- 
ference on frequency allocations sched- 
uled for mid-1959. After this confer- 
ence the FCC will then have a better op- 
portunity of considering the policy ques- 
tions raised by the telephone companies. 
The long-range implications are, of course, 
very important for the telephone industry. 
As congestion in this area—previously 
considered to be open to an infinite number 
of frequencies—becomes more apparent, 
the cogency of the telephone industry’s 
position should impress the FCC. 


10 Legislative Oversight Subcommit- 

° tee. Few will deny that, from a 
strictly political standpoint, the Legisla- 
tive Oversight Subcommittee of the 
House of Representatives paid off very 
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handsomely in the 1958 congressional 
campaign. Without attempting any eval- 
uation of the Sherman Adams, Richard 
Mack, and other subcommittee “cases” 
which found their way into the campaign 
on a partisan basis, candor requires rec- 
ognition of the fact that they did become 
issues, valid or otherwise. 

Now the question arises whether this 
House investigation of the federal regu- 
latory commissions will be continued. 
This observer feels that it will; but on a 
lower key and with less spectacular conse- 
quences. The consequences may be impor- 
tant, just the same, from the standpoint 
of regulation. What, for example, is go- 
ing to come of the recommendations al- 
ready made for “reforming” regulatory 
commission procedures so that commis- 
sioners do not become the subject of im- 
proper influence? The Justice Department 
has suggested—in the recent retrial of 
the Miami television case before a special 
FCC examiner—that parties found to be 
seeking to exert undue influence should 
be summarily disqualified. The chairman 
of the FCC in a letter to the chairman of 
the House subcommittee, Representative 
Harris (Democrat, Arkansas), has urged 
legislation that would make it improper 
for the commissioners and their staffs to 
accept favors. Parties to FCC cases or 
others representing parties to cases seek- 
ing to make improper contacts along this 
line would be penalized and such activity 
would be made illegal. 


B” the outcome of all this is very fog- 
gy indeed. This observer can see diffi- 
culties in both the Justice Department’s 
and the FCC chairman’s proposals. Cer- 
tainly, actual disqualification on the basis 
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of irregular procedure is no answer to 
the problem. Under the Justice Depart- 
ment plan, no regulatory decision would 
ever become final. Every contested case 
could become a happy hunting ground for 
lawyers trying to dig up evidence of ir- 
regularity for the advantage of disgrun- 
tled unsuccessful parties. It could result 
in even more irregular procedure, by way 
of efforts of rival applicants to inject the 
very issue of irregular pressures, just to 
throw a stronger opponent out of the case. 
What would prevent the sharp practice of 
actually “planting” a rumor to bring about 
this result? In the recent Pittsburgh TV 
controversy, involving unsubstantiated 
charges against a former FCC chairman, 
it seems pretty obvious, from testimony 
before the House subcommittee, that an 
effort was actually made to “plant” a ru- 
mor, with a view to having the FCC chair- 
man disqualify himself or make his vote 
open to later question. 


A to present FCC chairman’s recom- 
mendations, there is absolutely noth- 
ing in the legislation he proposes to have 
Congress pass which the FCC could not 
do, and should not do now—right away— 
under its own rule-making authority. Has 
regulation come to such a pass that com- 
missioners have to ask Congress to pass 
a law to keep them honest or observing 
of proper ethical conduct? On the other 
hand, one of the great virtues of commis- 
sion regulation has always presumably 
been its informality. When all is said and 
done, the final question will always be one 
of the integrity and ability of the individ- 
ual commissioner. If he has the proper 
qualities nobody will have to tell him how 
to conduct himself or how to resist im- 
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proper influences. No law or canon of 
ethics, on the other hand, can ever con- 
vert into a wise and honest official one 
who was not so in the first place. 


a Congress will have to consider 
in all this discussion is the para- 
mount question of what is in the public 
interest! Should the people of a given 
community be condemned forever to in- 
adequate or second-rate television or util- 
ity service by an honest operator because 
a rival applicant, able to render much 
better service, has been guilty of improp- 
er conduct—or his lawyer on his behalf? 
This writer believes that when Congress 
faces this question, as it may in 1959, it 
will recognize that regulatory decisions 
should be made on the basis of which can 
give the best service to the public. If, in 
addition to or aside from that question, 
somebody is found to be engaged in she- 
nanigans, that may be reserved for the 
attention of disciplinary or enforcement 
authorities, subject to the usual fines, 
punishment, jail, disbarment, etc. 
Altogether, the outlook for legislation 
along this line is too muddied, at present, 
to risk any definite forecast. The subcom- 
mittee is likely to get into investigations 


of other commissions beside the FCC, 
which has been so long under the spot 
light. Then, too, there is the matter of 
activities by Congressmen themselves. 
Maybe Congress will decide to let the fed- 
eral commissions write their own canons 
of ethics. Py 
N conclusion, on the balance, it looks 
like a rather difficult year ahead for 
public utilities and public utility regula- 
tion, as far as Congress is concerned. The 
respective industries can expect some 
unwelcome political attention and crit- 
icism, and perhaps some legislation quite 
distasteful to them. But there never 
was a lean year that was not followed 
eventually by a fat year. With a stabilized 
economy, an opportunity to make record 
strides in the fulfillment of their public 
service obligations, the utility industries 
themselves can become their own best ad- 
vertisement. If the full potential of public 
confidence, and recognition of their mag- 
nificent performance, is realized by the 
public utility industries in 1959, it could 
very well become a golden year of achieve- 
ment—regardless of how many clouds 
come and go on Capitol Hill under the 
puffing and blowing of political winds. 





a we are to survive, labor's political power must now be opposed 
by matching force, and there is no place in the United States 
where such a force can be generated except among corporations 


that make up American business. 


"For many years Gulf, together with most other American corpora- 
tions, has been so busily engaged in business activities that politics 
has been ignored. Whether we want to be there or not, Gulf, and 
every other American corporation, is in politics, up to its ears in 
politics, and we must either start swimming or drown." 


—ARCHIE D. GRAY, 
Senior vice president, Gulf 
Oil Corporation. 
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The Impact of Chemical Industry 
On Electric-Gas Utilities 


HE electric power industry and the 

natural gas industry are outstand- 

ing beneficiaries of the tremen- 
dous expansion of chemical processing 
facilities in recent years. Nearly all sec- 
tions of the country have shared in this 
expansion to some extent, although more 
than 60 per cent of the new plant expendi- 
tures from 1957 through 1959 have been 
scheduled for fourteen states in the South 
and Southwest. Texas and Louisiana have 
been consistently far in the lead among 
the southern states. 

An example of what chemical industry 
expansion has meant to some electric 
power companies is the experience of the 
Gulf States Utilities Company of Beau- 
mont, Texas, which serves the booming 


*Free-lance writer, resident in Jacksonville, 
Florida. For additional note, see “Pages with the 
Editors.” 
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PART I 
By C. E. WRIGHT* 


Here is an almost unbelievable account of 
the amazing expansion of the chemical in- 
dustry. Hitting only the high lights sifted 
from a mountain of material, Part | of this 
three-part narrative depicts the chemical 
complex of Texas, the petrochemical boom 
in Louisiana, and chemical progress in 
Arkansas and Oklahoma. 


Beaumont-Port Arthur-Orange area in 
Texas and the Lake Charles and Baton 
Rouge areas in Louisiana. In 1957 Gulf 
States delivered 507,277,000 kilowatt- 
hours to chemical companies, of which 
there are twenty-five of major size in its 
area. 

The company’s estimate for 1958 is 
825.5 million kilowatt-hours, an increase 
of 57 per cent in one year. Its projection 
for 1959 is 1,506 million kilowatt-hours, 
or 197 per cent over 1957, while for 1960 
it is 1,761,700,000 kilowatt-hours or an 
increase of 249 per cent over 1957. 

In its Texas area, Gulf States serves 
such companies as du Pont, Allied Chem- 
ical, Mathieson, Columbia Carbon, Kop- 
pers, Firestone, and others, while in 
Louisiana its customers include Dow 
Chemical, Mathieson, Davison, Firestone, 
General Chemical, Grace Chemical, United 
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States Rubber, and other nationally known 
companies. 


O™ of the strong attractions for this 
grouping of chemical companies in 
the Beaumont-Port Arthur area is the 
great concentration of petroleum refining 
capacity. Six refineries there represent 
about 13 per cent of the nation’s petroleum 
output. The Lake Charles area has two 
large refineries and Baton Rouge has one. 
These refineries are actually chemical 
plants, as they turn out hundreds of dif- 
ferent products. 

“These areas provide other advan- 
tages,” says E. L. Robinson, vice president 
of Gulf States. “They are on deep water, 
providing water transportation along with 
rail, air, and highway transportation. All 
necessary resources, stich as land, fresh 
water, natural gas, electric power, petro- 
chemicals, salt, sulphur, shells, etc., are 
abundant.” 

While Gulf States represents one of the 
exceptional instances of the impact of the 
burgeoning chemical industry on electric 
power consumption, there are others of 
outstanding importance. Possibly no other 
area of the country of equal geographical 
size has shown the chemical industry 
growth of the Houston-Gulf coast area. 
But there have also been marked advances 
in other sections of the country. 


Chemical Plant Construction $1.3 Billion 


HE Manufacturing Chemists Associa- 

tion, with head office in Washington, 
D. C., makes an annual survey of chemical 
plant construction. Its survey published 
early in 1958 (another will be published 
early in 1959) showed completion of 309 
domestic construction projects in 1957 


at a cost of $1.3 billion. The MCA esti- 
mated total of construction expenditures 
for the three-year period 1957-59 was a 
record $3.84 billion, representing 750 
projects by 344 companies in 400 com- 
munities of 42 states. These figures cover 
manufacturing facilities only, with gov- 
ernment-financed construction excluded. 


SD prome second only to New Jersey in 
chemical production, leads the nation 
in total chemical plant expenditures, with 
$864.8 million for the three-year period. 
Louisiana comes second with $494 mil- 
lion, West Virginia third with $278 mil- 
lion. Others in the top ten states are Ohio, 
$228 million; California, $188.7 million; 
New Jersey, $155 million; Florida, 
$144.7 million; Tennessee, $127.6 mil- 
lion; Pennsylvania, $120 million; and II- 
linois, $119.5 million. 

Following the top ten states are these 
additional states in order of their chemical 
plant expansion: New York, Virginia, 
North Carolina, New Mexico, Kentucky, 
Indiana, Georgia, Oklahoma, Michigan, 
and Mississippi. Regionally, the West- 
South Central states—Texas, Louisiana, 
Oklahoma, and Arkansas—lead in total 
construction for the 1957-59 period, with 
a total of $1,422,077,000, or well over a 
third of the country’s total. Add to this 
figure the $688.4 million for the South 
Atlantic states—Delaware, Maryland, 
Virginia, West Virginia, North Carolina, 
South Carolina, Georgia, and Florida— 
and there is more than half of the chem- 
ical expansion area as expressed in dollar 
expenditures. 

The third area in amount of expansion 
is the East-North Central grouping— 
Ohio, Indiana, Illinois, Michigan, and 
Wisconsin. Creation of a large chemical 
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manufacturing area along the south shore 
of Lake Erie has been one of the out- 
standing developments. Next come these 
regions: Middle Atlantic, East-South 
Central, Pacific, Mountain, West-North 
Central, and New England. 


HE Securities and Exchange Commis- 

sion also covers expenditures for 
chemical plants in an annual survey, but 
differs from the MCA survey in that it 
reports on expenditures appropriated only 
for the year covered. Actual expenditures 
in 1957 were reported as $1,724 million, 
largest in the chemical industry’s history, 
while the estimated total for 1958 is $1,- 
388 million, somewhat lower but still in- 
dicating that chemical plant expansion 
will proceed next year at a very healthy 
pace. 

Another difference between the SEC 
and MCA reports is that MCA covers all 
chemical construction whether or not the 
company building the chemical plant is 
classified in the Chemicals and Allied 
Products Industry. However, the MCA 
survey does not cover such industries as 
petroleum refining, pulp and paper, and 
cement manufacture as such, but includes 
only plants which produce chemicals and 
employ a chemical reaction in the process. 


e 


If, for example, a pulp and paper com- 
pany built a chlorine plant, that plant 
would be included in the inorganic section. 
A petroleum refinery would not be in- 
cluded, but a refinery’s sulphur extraction 
plant would be. Alumina but not aluminum 
facilities are included. 


Chemicals Multiply in Texas 


HE booming Texas chemical industry 
is served mainly by the Houston 
Lighting & Power Company, the Gulf 
States Utilities Company of Beaumont, 
Community Public Service of Texas City, 
and Central Power & Light Company of 
Corpus Christi. Although the chemical in- 
dustry has been native to Texas since 
sulphur was first discovered there, marked 
growth did not start until 1940. Since 
then every branch of the chemical indus- 
try has located there, bearing out the oft- 
repeated truism that “the chemical indus- 
try is its own best customer.” Chemicals 
from sulphur were followed by many 
other chemical process industries. Salt 
and petroleum have been widely employed 
as raw materials for such modern chem- 
ical wonders as vinyl compounds, syn- 
thetic alcohol, and many others. 
The petrochemical industry has com- 
pletely revolutionized the economy of the 


“ANOTHER spectacular development of the petrochemical industry 
has occurred along 132 miles of the meandering Mississippi river be- 
tween New Orleans and Baton Rouge, where a billion dollars or more 
have been spent on new plants since World War II. Many of these 
are supplied with ethylene products by Esso Standard's huge refinery 
at Baton Rouge. Sulphur, which Freeport Sulphur Company mines in 
the delta area, was another drawing card for this tremendous chemical 
complex, which includes such companies as American Cyanamid, 
Kaiser Aluminum & Chemical, Ethyl Corporation, Shell Oil and Shell 
Chemical, Olin Revere Metals, Wyandotte Chemicals, Dow Chemical, 
W. R. Grace & Co., du Pont, Monsanto, U. S. Rubber, Allied 
Chemical, and other giants of the chemical industry.” 
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Texas Gulf coast, which produces about 
85 per cent of the country’s petrochem- 
icals. It produces a large part of the 
squeeze bottle plastic, polyethylene. At the 
end of World War II there were only two 
producers of polyethylene in the area— 
du Pont and Union Carbide. Today some 
dozen or more companies produce it. The 
550 million pounds Texas produced in 
1957 is expected to grow to 1.2 billion 
pounds by 1962, even though facilities at 
the moment have outgrown demand. 

And then there’s polypropylene, a petro- 
chemical plastic, which Chemical Week 
says is “likely to be one of the biggest 
success stories of the next decade.” This 
is now being made only in New Jersey by 
the Hercules Powder Company. Industry 
sources say there may soon be as many as 
five plants making this new product, some 
of them in Texas. In fact, Humble Oil & 
Refining Company has already announced 
it will build a plant at Baytown, below 
Houston. Other companies which are sur- 
veying the future markets include du 
Pont, Union Carbide, and Goodrich-Gulf 
Chemicals. 


¢ a triangle bounded roughly by 

Houston, Freeport, and Port Arthur- 
Orange is a petrochemical complex de- 
scribed as “unlike anything to be found 
elsewhere in the world.” It is called the 
“Spaghetti Bowl.” In this complex are 
more than 800 miles of chemical pipelines 
which link plant with plant, often com- 
petitors. These pipelines connect 32 major 
plants and seven underground salt domes 
along the Houston ship channel from 
Houston to Texas City; Beaumont, Port 
Arthur, and Orange in the Sabine river 
area; and the Dow Chemical cluster of 
plants at Freeport. There are eight oil re- 


fineries in this triangle and such other raw 
materials as natural gas, sulphur, salt, and 
oyster shell (for lime). Many of the petro- 
chemical companies whose plants are in 
this triangle and on the Louisiana Gulf 
coast would have located elsewhere had it 
not been for the presence of large quan- 
tities of natural gas. Low-cost salt is an- 
other important factor. 

Many of these processes start with salt. 
For example, Diamond Alkali Company 
pipes about 150 million pounds of chlorine 
yearly to Shell Chemical Company, one 
million cubic feet of hydrogen daily to 
Ethyl Corporation, 100 million pounds of 
sodium hydro oxide a year to Shell Oil, 
Shell Chemical, and Rohm & Haas, and 
some 50 tons a day of anhydrous hydrogen 
chloride to Ethyl Corporation and Rohm 
& Haas. Ethylene, a by-product of oil re- 
fineries, is piped to du Pont, Spencer 
Chemical, Allied Chemical, Koppers, 
Monsanto, Ethyl Corporation, and Dia- 
mond Alkali. Synthetic rubber plants in 
the area get butylene for its raw material 
butadiene from several refineries. Petro- 
tex Chemical pipes butadiene to Goodyear. 
Butane, ethane-propane mixture, acety- 
lene, and other products are piped in this 
almost bewildering exchange of chemical 
raw materials. 


y= this tremendous growth of 
chemical manufacture in the Hous- 
ton-Gulf coast area has meant to the 
Houston Lighting & Power Company is 
illustrated by the fact that 1,603,275,000 
kilowatt-hours or 21 per cent of the 7,- 
484,215,000 kilowatt-hours distributed in 
1957 went to the chemical industry as 
against 9 per cent for metals and 8 per 
cent for petroleum. Growth is also indi- 
cated as the chemical industry took 16 per 
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cent in 1954 and 1955, and 19 per cent in 
1956. 

In its 1957 annual report, Houston 
Lighting & Power Company noted that 
“expansion of the area’s chemical and 
petrochemical plants, together with con- 
struction of several large new plants, 
which will utilize the area’s reserves of oil, 
natural gas, sulphur, salt, and fresh water, 
set the pace of industrial progress in 
1957.” Growing power needs of the chem- 
ical industry required the company to 
spend $61,756,447 on gross additions to 
plant in 1957, “an increase of almost 50 
per cent over any previous year.” 


The power consumption of a single 
large chemical plant is enormous. Take 
the case of the Firestone Petrochemical 
Center near Orange, served by Gulf 
States Utilities. It began operations in 
June, 1957, and has since been consum- 
ing as much electricity as a city of 30,000 
people. It has a 9,000-horsepower motor, 
largest on the lines of Gulf States Utili- 
ties, and one of the world’s largest. The 
Firestone plant also uses enough refriger- 
ation to air condition all the homes in 
Orange. 

The plant produces butadiene, the 
major ingredient of synthetic rubber. 


Chemicals Take Lion’s Share of Industrial Power 
—— this tremendous growth of chemical manufacture in the 


Houston-Gulf coast area has meant to the Houston Lighting & 


Power Company is illustrated by the fact that 1,603,275,000 kilowatt- 
hours or 21 per cent of the 7,484,215,000 kilowatt-hours distributed in 
1957 went to the chemical industry as against 9 per cent for metals and 
8 per cent for petroleum. Growth is also indicated as the chemical in- 
dustry took 16 per cent in 1954 and 1955, and 19 per cent in 1956. 


"In its 1957 annual report, Houston Lighting & Power Company noted 
that ‘expansion of the area's chemical and petrochemical plants, to- 
gether with construction of several large new plants, which will utilize 

the area's reserves of oil, natural gas, 
sulphur, salt, and fresh water, set the 
pace of industrial progress in 1957. 
Growing power needs of the chemical 
industry required the company to spend 
$61,756,447 on gross additions to plant 
in 1957, ‘an increase of almost 50 per 
cent over any previous year.’ "’ 
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NOTHER electric company serving the 
Texas chemical area is Central 
Power & Light of Corpus Christi. Its in- 
dustrial output is 21.5 per cent of its total 
distribution, and much of it goes to chem- 
ical plants. The Corpus Christi-Victoria 
area, the company says, is destined for 
continued growth and may one day rival 
the Houston area in chemical manufac- 
ture. The first large company to move into 
the Victoria area was the Aluminum Com- 
pany of America, which had an aluminum 
smelting plant in operation in 1950. Be- 
sides recently enlarging that smelter, 
Alcoa has constructed two new units at 
the same site, a $45 million alumina plant 
and an absorption plant for natural gaso- 
line. 

Du Pont located a plant near Victoria 
in 1951 for the manufacture of adiponi- 
trile, a fluid used in nylon manufacture, 
while in 1952 Union Carbide Chemicals 
Company started operating a huge poly- 
ethylene plant at nearby Seadrift. With 
this big start, the Victoria area seems 
destined to grow. 


Petrochemicals Boom Louisiana 


| ome spectacular development of 
the petrochemical industry has oc- 
curred along the 132 miles of the meander- 
ing Mississippi river between New Orleans 
and Baton Rouge, where a billion dollars 
or more have been spent on new plants 
since World War II. Many of these are 
supplied with ethylene products by Esso 
Standard’s huge refinery at Baton Rouge. 
Sulphur, which Freeport Sulphur Com- 
pany mines in the delta area, was another 
drawing card for this tremendous chemical 
complex, which includes such companies 
as American Cyanamid, Kaiser Aluminum 


& Chemical, Ethyl Corporation, Shell Oil 
and Shell Chemical, Olin Revere Metals, 
Wyandotte Chemicals, Dow Chemical, W. 
R. Grace & Co., du Pont, Monsanto, U. S. 
Rubber, Allied Chemical, and other giants 
of the chemical industry. The Mississippi 
river, which provides both low-cost water 
transportation and water for processing, 
is one reason for the chemical boom in 
this particular area. 


Electric Utilities Benefit 


_ electric power companies that 

have largely shared in the increased 
use of electricity by this huge chemical 
complex are the Gulf States Utilities 
Company of Beaumont, Texas, whose 
gains have already been mentioned, and 
the Louisiana Power & Light Company, 
one of the Middle South Utilities group. 
As a result of the greater use of power 
by these new industries, Louisiana Power 
& Light Company’s president, W. O. 
Turner, recently announced plans for a 
new 2 million kilowatt steam-generating 
station on the east bank of the Mississippi 
river about 25 miles upstream from New 
Orleans. This company and others serv- 
ing farther-north reaches of the Missis- 
sippi are expected to gain in the future, as 
it is predicted that the chemical industry 
will eventually stretch northward to 
Blytheville, Arkansas. 

Another angle of this tremendous up- 
surge of chemical processing facilities is 
that it has contributed to the rapid growth 
of several cities, notably Houston and 
New Orleans, two of the fastest-growing 
cities in the South. “Indirectly, this great 
chemical expansion has contributed to the 
growth of New Orleans,” says G. S. Din- 
widdie, president of New Orleans Public 
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Service Inc., whose service area is with- 
in the city limits. New Orleans and the 
area southward may be greatly benefited 
also by the construction of a $96 million 
Mississippi river-Gulf outlet, which will 
provide a second deep-water route to the 
sea from New Orleans. Some 40 miles 
shorter than the present 110-mile winding 
journey via the Mississippi, this new water 
route, 36 feet deep, with a 500-foot bot- 
tom width, relatively current free and a 
straight run to the Gulf of Mexico, is “ex- 
pected to play an important part in the 
industrial development of our area and to 
benefit the entire mid-continent by reduc- 
ing time and costs involved in shipping,” 
according to Mr. Dinwiddie. 

Large acreages adjacent to the new 
waterway will be available for indus- 
trial use. In ten years the company’s reve- 
nues from electric operations have risen 
from about $18 million to more than $30 
million and its maximum net generating 
capacity in the same time has risen from 
269,000 to 543,000 kilowatts. 

Houston’s growth, as reflected by resi- 
dential consumers only, has been phe- 
nomenal, raising it to the eighth city in 
size in the United States. The ten-year in- 
crease in residential revenues within the 
city has been 361 per cent, while rural 
residential use has gone up 166 per cent. 
(Houston last year annexed some of its 
rural areas. ) 


Arkansas and Oklahoma 


i comparison with Texas and Louisi- 
ana, the chemical expansion in the 
other two states of the West-South Cen- 
tral region, Arkansas and Oklahoma, has 
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not been sensational but steady progress 
has been made. Oklahoma, in fact, ranks 
eighteenth among the states in the 1957- 
59 programs. About $43.5 million will be 
expended in Oklahoma during 1958-59, 
which includes $39.5 for projects already 
begun and $4 million for projects planned 
for completion by 1960. Organic chem- 
icals, inorganic chemicals, and metals ac- 
count for 89 per cent of the total. 


rN interesting development in Arkansas 
is the entrance of a natural gas com- 
pany into the chemical manufacturing 
field. The Arkansas Louisiana Gas Com- 
pany of Shreveport, Louisiana, pursuing a 
policy of diversification, organized a new 
subsidiary early this year, known as the 
Arkansas Louisiana Chemical Corpora- 
tion, to operate the company’s eight prod- 
ucts extraction, or gasoline, plants. Later 
a $3 million expansion program was an- 
nounced for the Columbia plant near 
Magnolia, Arkansas, adding ethane re- 
covery facilities and allied equipment to 
increase recovery capacity of other nat- 
ural gas by-products, including propane, 
butane, isobutane, isopentane, and natural 
gasoline. Also, the chemical corporation 
recently signed a twenty-year lease to op- 
erate a government-owned chlorine plant 
at the Pine Bluff Arsenal near Pine Bluff, 
Arkansas. Operations were started this 
fall. The diversification program has 
given the company a much broader profit- 
making ability than is possible from fed- 
eral- and state-regulated gas business. 
(Another instalment will deal with 
chemical expansion and its effect on elec- 
tric power and natural gas in other areas 
of the South.) 


Part II of this article will appear in the next issue of the FoRTNIGHTLY. 
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THRESHOLD PRICES: 


A Practical Proposal for Producer Pricing 


By the Honorable WILLIAM R. CONNOLE* 


The rising level of gas prices should be attacked at its source, which is the price 

level at which new gas sales are made in interstate commerce, FPC Member Con- 

nole believes. He offers an interesting solution to the gas-pricing problem, called 

the “threshold test," which is simple, certain, practical, and one that can be put 
into effect immediately. 


F the events of the last ten years of the 
gas industry are any measure of what 
to expect in the next decade or so, we 

who are involved every day in one phase 
or another of the business are in for some 
exciting moments. Probably we can ex- 
pect more than our share of frustrations 
and irritations as well. For certainly no 
major industry ever had so much happen 
to it in so short a time as did the gas in- 
dustry in the post-World War II years! 
In a space of not much more than a 
decade an entire industry has been trans- 
formed. The face of a nation has been 
laced with thousands of miles of highly 
complex, highly efficient pipelines worth 
billions of dollars. Home owners in almost 
every population center, even those of 
modest size, enjoy or can look forward to 
enjoying the benefits of natural gas. 
Energy locked in the thin crust of the earth 
for billions of years has been released like 
the genie of Aladdin’s lamp to serve the 
wishes of man. But not even the author of 
the “Arabian Nights” legends dared chal- 
lenge his readers’ imaginations as are ours 
by the facts of the magic and the power 
that is ours to command from this slave. 





.*Member, Federal Power Commission. For ad- 
ditional personal note, see “Pages with the Editors.” 


a is natural to expect from so dramatic 
an expansion that some of its charac- 
teristics make a more immediate and last- 
ing impression than do others. Apart from 
the amazingly ingenious and skillful tech- 
nical feats of the construction phase, most 
of these impressions are found in what 
are variously known as the economics of 
the business; that is, the regulatory prob- 
lems or, simply, the dollars-and-cents 
angles. 
This is only to be expected. No business 
could grow to rank as the nation’s fifth 
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largest in a land where bigness is counted 
in boxcar numbers without causing prob- 
lems measured in terms of the cash regis- 
ter. And since this is one business where 
the government looks over the shoulder 
of almost everyone in it, it was equally to 
be expected that those problems would in- 
volve the people in government who did 
the closest looking. The relations between 
the gas industry and the Federal Power 
Commission are perfect examples. Seldom 
have more controversies raged over 
domestic problems than those arising over 
pricing and rate-making authority of the 
Federal Power Commission. Contention 
has ranged from the almost esoteric 
threads of statutory interpretation tor- 
tuously unraveled in the recent “Memphis 
case” argument before the Supreme Court 
to the basic question whether there should 
be any price regulation of the producers 
at all. 


Key Issue—Prices in 
New Gas Contracts 


— us next consider what I believe to be 

the most pervasive and fundamental 
of these pricing questions: the issue of 
prices in new contracts filed in support of 
applications for authority to make new 
sales of natural gas interstate commerce. 
I consider them the most fundamental and 
pervasive for two important and simple 
reasons. 

First, since the war every important 
pipeline rate increase and most of the re- 
maining ones have reflected efforts of the 
pipelines to recover the added costs of 
buying gas. In most of these cases the 
largest proportion by far of the increased 
revenues ultimately found to be justified 
were for this purpose. In turn, every sig- 


JANUARY 1, 1959 


nificant increase in the cost of buying gas 
was the direct result of some other pur- 
chase at prices higher than had prevailed 
before. 

The second reason the prices in new 
sales are the biggest regulatory dollars- 
and-cents problem is the extreme difficulty 
and long delay in finding a meaningful 
way to determine whether the increase in 
general price levels, and in the individual 
rates as well, is justified within the bor- 
ders of the Natural Gas Act. For until 
that problem is solved we have no way of 
knowing whether the prices being collected 
are just and reasonable or not. 

Indeed, I should say that the effect of 
these new contracts on pricing levels has 
been so extreme and so important that if 
there had not been so steep and rapid a 
rise in prices for new sales there would 
have been no Phillips case, no independent 
producer regulation, and no Harris bills. 


O’ course some would add that there 
would have been no gas either. And 
with that statement, there are few, if any, 
I dare say, who would dare to take issue 
and match fact for fact, theory for theory. 
There simply is no way of telling, at this 
stage of the development of producer 
price regulation, what level of prices is 
needed to keep the rigs running and the 
gas moving. But this, really, is but an- 
other way of stating why the problem is 
so acute. 

Now, there are many ways of attack- 
ing this question. Differing theories have 
évolved, numerous attacks and defenses 
have been made with a vigor that would 
cheer a 20-year Marine Corps veteran. To 
the surprise, perhaps, of no one I have my 
own. My theory has been expressed pre- 
viously only in rather limited factual con- 
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texts. For this reason, it is not as fully 
understood as I should like. However, the 
importance of the matter involved justifies 
its discussion, I think, by everyone whose 
daily life is intimately involved in this 
business of buying and selling in a govern- 
mentally regulated market the energy re- 
source of nature gas. 


A Complicated Problem 


pad us reflect first upon the magnitude of 
the problem. To put the matter in 
perspective, consider the millions of dol- 
lars involved in pipeline rate cases. The 
sums are accurate measures of the impact 
of rising gas prices on consumers and on 
the gas industry generally. For pipeline 
rate increases are soon felt by the purchas- 
ing, distributing companies. A helpful il- 
lustration appears among the material 
prepared for submission to the Bureau of 
the Budget in Washington to support the 
commission’s request for funds for the 
coming fiscal year. Chart I (page 25) 
shows that in the last five years, $371,- 
776,600 in annual increased pipeline reve- 
nue requests have been disposed of by the 
commission while $211,513,500 remained 
at the end of fiscal 1958 to be disposed. 

From the same source, an interesting 
tabulation Chart II (page 29) is avail- 
able that assigns their proposition of this 
grand total to three typical long-distance 
pipeline companies.’ This chart shows the 
length of time required for disposition of 
these companies’ rate increases together 
with the amounts requested and finally 
allowed by the commission. 

There have been very few periods since 
1947 when these companies have not had 

1 Northern Natural Gas Company, United Fuel 


Company, and Tennessee Gas Transmission 
Company. 
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pending before the commission a request 
for rate relief. I repeat that these are 
typical companies, not selected for any 
particular affinity for filing rate increases. 
For example, at all times since mid-1948, 
with the exception of the brief period at 
the end of 1954 and part of 1955, United 
has had at least one case and at times as 
many as five cases concurrently pending 
before the commission. At the present 
time there are four cases of this company 
pending before the commission. 


I THINK these facts illustrate graphical- 
ly how the pipeline industry has found 
it necessary to seek repeated rate increases 
in order to maintain its financial integrity 
and to continue to render adequate serv- 
ice. Rising costs of purchased gas account 
for almost all of those increases. This is 
due to the nature of the industry. While 
increased costs of doing business general- 
ly have been felt by the pipeline industry 
no less than by other utilities, the industry 
is less exposed to some of the more im- 
portant causes of increases in operating 
expenses with which other utilities have 
had to deal. The proportion of total op- 
erating expenses represented by labor 
costs in natural gas transmission is low 
compared, for example, with experience 
in the telephone or telegraph or the mo- 
torbus industry. 


Gas Prices Have Soared 


b iperens spared part of the impact of 
spiraling labor and other costs, the 
pipeline industry, caught by skyrocketing 
demands at the distributor end and sky- 
rocketing prices at the producer end, has 
found it necessary to absorb an ever-in- 
creasing bill for the gas it purchases. In 
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Prices in New Sales Contracts Cloud Gas Picture 














ad bee second reason the prices in new sales are the biggest regulatory 
dollars-and-cents problem is the extreme difficulty and long delay in find- 
ing a meaningful way to determine whether the increase in general price levels, 
and in the individual rates as well, is justified within the borders of the Natural 
Gas Act. For until that problem is solved we have no way of knowing whether the 
prices being collected are just and reasonable or not. Indeed .. . the effect of 
these new contracts on pricing levels has been so extreme and so important that 
if there had not been so steep and rapid a rise in prices for new sales there would 
have been no Phillips case, no independent producer regulation, and no Harris bills." 





1948 the cost of purchased gas for trans- 
mission companies was about 65 per cent 
of total operating expenses. In 1957, ten 
years later, not only had total operating 
expenses gone up by more than one billion 
dollars annually as the pipeline network 
spread throughout the nation, but the cost 
of purchased gas in that year amounted 
to more than 77 per cent of these greatly 
increased operating expenses. 

My point is not that the level of pro- 
ducer prices which pipelines have had to 
absorb is too high. No one knows better 
than I that any judgment on the substan- 
tive merits of today’s producer price level 
would suffer from serious handicaps. The 
industry and regulatory community are 


far from agreed on any test that would 
accurately answer this question. 


M:* point is rather that consumers or 

regulatory commissions or, for that 
matter, utility company-purchasers of gas, 
concerned by the rising level of prices they 
are compelled to pay, should realize that 
the place to attack the problem is at its 
root cause. 

I submit further that this root cause 
is not the pipeline rate increase, not the 
spiral escalation, not the favored-nation 
or other increase by producers. I sub- 
mit that it is found in the price level at 
which new gas sales are made in interstate 
commerce. 
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Southern Louisiana Rates 


ee spectacular rate at which this in- 
crease has occurred is illustrated with 
special effectiveness by an examination of 
the new contracts entered into in south 
Louisiana. In this area prices were not held 
in check by any traditional pricing policy 
established by one or two large purchas- 
ing pipelines. In it exploration and de- 
velopment are relatively recent; here 
several new postwar pipelines have been 
concurrently bidding for their gas supplies. 
In Chart III (page 33) there is plotted 
every new contract entered into since 
1943. It shows that gas prices in the area, 
which were 8 cents per Mcf or less as re- 
cently as 1948, have moved steadily and 
steeply upward in the short ten-year span 
since 1948 until virtually every contract 
is currently made at prices reaching the 
level of 20 cents or higher. 

To appreciate fully the impact of this 
condition, its escalatory force, consider 
that more than a quarter of all gas mar- 
keted by interstate pipelines originated in 
the parishes whose statistics are plotted on 
this chart. In fact, four of these parishes, 
Terrebonne, St. Mary, Cameron, and Ver- 
milion, together produced nearly one-sixth 
of all the natural gas sold in interstate 
commerce in the United States in 1956! 


ereeneter the commission has consid- 

ered a rate increase filing by an in- 
dependent producer in southern Louisiana 
in parishes included in the tabulation. It 
is mentioned only because it is typical and 
not because it is a horrible example or 
for any other uncomplimentary reason. 
The application concerned a favored- 
nation rate increase for gas sold by The 
California Company to Southern Natural 
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Gas Company. This increase alone, rais- 
ing the existing rate 10.17 cents per Mcf 
(to 23.67 cents), will amount to $2,511,- 
801 annually for this one sale. 

Although there is no official indication 
by the company of the rate changes which 
activated the favored-nation clause, the 
recent filing by The California Company 
of an initial rate of 23.675 cents per Mcf 
for sales to the same pipeline in the same 
area would serve to trigger such increase. 
That rate was filed pursuant to a new con- 
tract certificated by the commission by an 
order issued April 18, 1958, to which I 
dissented because of the absence of any 
showing why such an unprecedented price 
level was required by the public conven- 
ience and necessity. 


L are many other examples which 
could be cited to show the positive 
and immediate effect of the steady in- 
crease in prices at which new gas is being 
brought on the market in southern 
Louisiana. Prices in contracts covering 
sales to Tennessee Gas Transmission 
Company are now being redetermined to 
a level consistent with the three highest 
rates in the area specified in the contracts. 
The estimated total increased costs to 
Tennessee resulting from such increases 
could amount to as much as $10 million 
annually. 


Control of Prices 


_— additional evidence is needed, I 
think, to demonstrate the validity of 
my thesis that the rise in the cost of 
natural gas begins with initial prices for 
new contracts. Very little additional is 
needed to demonstrate with equal finality 
that the time has come for affirmative 
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CHART II 


LENGTH OF TIME REQUIRED TO DISPOSE 
OF CERTAIN PIPELINE RATE INCREASES 
AND AMOUNTS‘ REQUESTED AND ALLOWED 


DOCKET No. [54571649 [1950 [1951 [1952 [1953 [1954 [1955 [1956 | 1957] 950 
NORTHERN NATURAL GAS CO. 
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UNITED GAS PIPE LINE CO. 


TENNESSEE GAS TRANSMISSION CO. 
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GEE _ indicates period of rate proceeding 
Number at beginning of bar is 
amount requested, number at end 
of bar is amount allowed 
P_...indicates case is pending 
* ...Millions of dollars 
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regulatory action to assure the main- 
tenance of an orderly price structure and 
to avoid a runaway market. 


— impact of southern Louisiana’s 

rates is the single most important in- 
fluence on natural gas prices nation-wide 
at every stage of the business. In that area 
the forces driving prices upwards towards 
new altitudes have been steadier and more 
powerful than in any other part of the 
country. 

In fact, in some other areas, the chief 
problem some state regulatory agen- 
cies have experienced with producer prices 
has been achieving a minimum price. This 
is particularly the case in Kansas where the 
corporation commission and the legisla- 
ture of that state have been busy with that 
matter for some years. 

The volumes of gas produced in south- 
ern Louisiana and the extent of the in- 
creases in recent years have convinced me 
that the problem of getting producer price 
stability will never be solved until this in- 
fluence is controlled. Until we know what 
prices are just and reasonable, the com- 
mission is helpless to control this upward 
drive as long as new high prices continue 
to be negotiated. 

Either we must control the initial prices 
or determine the just and reasonable price. 
In the absence of either, history shows 
that rates will continue to rise in southern 
Louisiana. And because of conditions dis- 
cussed already this rise will mean a con- 
tinuing and abrupt rate of change in rates 
generally. 

Since the hope of reaching an answer 
to the just and reasonable rate seems 
slim at present, I see no other alter- 
native than to concentrate on the cause, 
not the effect, of rising prices. That cause, 
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of course, is the increase in initial prices, 
especially in southern Louisiana. 

Several approaches have been sug- 
gested to accommodate regulation to in- 
creasing prices in new contracts. General- 
ly, the suggestions can be grouped at one 
or another extreme. In one category are 
the suggestions that price increase is a 
natural thing, inevitably resulting from 
the impact of great demand generated by 
the increasing availability of natural gas. 
In this group are found the arguments 
that the ultimate solution will be reached 
when what is euphemistically, if inac- 
curately, referred to as “the law of sup- 
ply and demand,” elevates natural gas 
prices to levels where prices no longer 
compete with other fuels. At the other ex- 
treme are found various arguments gen- 
erally concerned with requiring a thorough 
and traditional utility cost analysis prior 
to the authorizing of any new sales. 


I REJECT both of these polar extremes. 

I think the one unduly simplifies the 
problem while the other unduly compli- 
cates it. The cost approach is most easily 
dismissed. We at the Federal Power Com- 
mission have been striving for more than 
four years to solve the knotty problem of 
cost determination for producing proper- 
ties. 

The results, I believe, speak for them- 
selves. If the commission were to with- 
hold any and all certificates authorizing 
new sales of natural gas until it had 
reached a conclusion on proper costing 
principles, precious little new gas would 
be flowing through transmission and dis- 
tributing mains today. 

The truth of the matter is that it has 
been only very recently that the produc- 
ing industry has buckled down to demon- 
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strating seriously the best approach to the 
two biggest problems in this matter of 
finding costs for producing gas and oil. 
These problems are, first, the allocation of 
common production costs between gas and 
oil as joint products, and, second, the unit 
for which production costs will be de- 
termined. 

Fortunately, the records of proceed- 
ings now before the commission con- 
tain much valuable fact and theory on 


these two crucial issues and a definitive 
answer is not far away. Until definitive- 
ness is achieved, however, it is sheer folly 
to suggest that every application for au- 
thority to sell natural gas filed by an in- 
dependent producer must be preceded by a 
complete cost showing in order to justify 
granting it. 


O* the other hand, turning to the argu- 
ments that the price required by the 
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5 impact of southern Louisiana's rates is the single most im- 
portant influence on natural gas prices nation-wide at every 
stage of the business. In that area the forces driving prices upwards 
towards new altitudes have been steadier and more powerful than 
in any other part of the country. In fact, in some other areas, the 
chief problem some state regulatory agencies have experienced with 
producer prices has been achieving a MINIMUM price. This is par- 
ticularly the case in Kansas where the corporation commission and 
the legislature of that state have been busy with that matter for some 
years. The volumes of gas produced in southern Louisiana and the 
extent of the increases in recent years have convinced me that the 
problem of getting producer price stability will never be solved until 
this influence is controlled. Until we know what prices are just and 
reasonable, the commission is helpless to control this upward drive 
as long as new prices continue to be negotiated." 
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public convenience and necessity is to be 
the level to which prices would rise if un- 
impeded by regulation, weaknesses of 
these contentions are immediately appar- 
ent. 

In the first place it seems a little unfair 
to expect that producer prices may be ex- 
pected to rise ever higher because the con- 
sumer market will bear the increase, while 
the profits resulting from this steady in- 
crease are confined to but one segment of 
the industry. No matter how high the 
price of natural gas theoretically may rise, 
the regulated pipeline and distributing 
company is restricted to revenues which 
will return to it the cost of purchasing 
that gas, plus a relatively restricted re- 
turn on the property required to transmit 
or distribute it. 

Should, then, the producer be permitted 
to realize all the increased profit resulting 
from increased demand? Patently, it 
seems to me, if the price the commodity 
can command in an unregulated market 
is to be the starting point for regulation, 
the theory should apply to all segments 
of the industry rather than to one seg- 
ment only. While I do not suggest that 
the risk in each segment of the industry 
is the same, nevertheless, I do suggest 
that if compensation for risks incurred 
in discovering, reducing to possession, 
and delivering gas is to be measured by 
the value attached to the commodity by 
the consumer, then the distributing com- 
pany and the pipeline, as well as the pro- 
ducer, are entitled to share in that com- 
pensation. 


Noncompeting Price PlateauP 


[ we were to select as the starting point 
for regulation the level at which natural 
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gas could no longer compete with other 
fuels for consumer preference, another 
problem would arise. That question re- 
mains, compete specifically with what? At 
the present time, the crucial sale by a trans- 
mission pipeline or distributing company 
is the off-peak sale, for without profitable 
valley sales obviously the price for the 
volumes sold at peak time will be greatly 
increased. Presumably, it is with these 
valley sales that interfuel competition 
would be measured. 

But such competition at the off-peak 
time is chiefly confined to Bunker C fuel 
oil and coal. Bunker C is a product of the 
same producers that produce natural gas. 
Already there is talk in industry trade 
journals of the serious inroads natural 
gas is making into the traditional fuel oil 
markets of both Bunker C and No. 2 fuel 
oils. At what point, then, would the com- 
mission decide competition had gone far 
enough? Or indeed, at what point would 
the producers and refiners and distribu- 
tors of Bunker C decide competition had 
gone far enough? The striking anomaly 
in any effort to equate competition be- 
tween gaseous and liquid petroleum prod- 
ucts is the fact that both are produced 
together to a very great extent. In other 
words, the industry is competing with 
itself. 


ben strange state of affairs also com- 

plicates efforts to allocate the joint 
costs incurred in producing these two 
products. It is uncommon, I think, for 
the by-product to compete with the thing 
with which it is produced. The textbook 
examples of cottonseed oil and cotton, of 
hides and beef, and the like are easily ana- 
lyzed because the item that is produced 
along with the main product has an en- 
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tirely different use. Consequently, a sale 
made at any price helps the principal 
product as long as the out-of-pocket costs 
are met. 

But not so with gas and oil. From now 
on, with increasing frequency, new sales 
of natural gas are replacing sales of oil. 
What allocation of joint costs to these 
mutual competitors will be best for con- 
sumer and industry? At what point must 
prices balance out to make the best and 
most comprehensive use of our energy 
reserves? 

These are a few of the problems that 
must be met and solved if we decide to 
let interfuel competition between gas and 
oil set the limit of tolerance for new 
prices. They show why it grossly over- 
simplifies the matter to expect the level of 
oil prices automatically to set the level of 
gas prices. We would never know which 
was the chicken and which was the egg, 
much less which one came first! 


ae PETITION for off-peak sales is prob- 

ably keenest, however, between gas 
and coal. Let us consider the coal situa- 
tion. Here is a commodity which is not 
wholly unregulated. Coal laid down more 
than 200 miles from the mine mouth is 
usually sold at prices, more than half of 
which consist of transportation charges. 
Transportation is a regulated cost. The 
level of coal rates is fixed, among other 
things, by the shape of the demand curve 
for the coal; that is, the value of the coal 
to the user. 

Any determination that the price of gas 
had reached such a point that gas could 
no longer compete with coal, therefore, 
ultimately would involve a decision 
whether the price of coal, including 50 
per cent or more transportation costs, was 
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a fair one. This means a decision on the 
part of both the Federal Power Commis- 
sion and the Interstate Commerce Com- 
mission. The complexity of any such bu- 


reaucratic labyrinth as a means of estab- 
lishing a comprehensive energy policy f 


needs no detailed explanation. 


Two-part Solution 


froma I have rejected in my 


thinking any of the approaches 
which depend on competitive fuels exclu- 
sively, or require cost-of-service analysis 
in each case. I am pleased, however, that 
I am not without solution to the problem. 
I offer you a solution which is simple, ef- 
fective, immediate, and practical. More 
over, it will work as well after the solu- 
tions to present pricing problems have 
been accomplished as it does in the forme- 
tive stage when we are reaching them. | 
call it my threshold test. 


My solution is properly divisible into 


two parts. The first consists of a final an- 


swer, which will be available only after 
we have solved the allocation problem and 
other problems involved in finding a just 
and reasonable price for producers’ gas. 
Once these principles have been fixed and 
established, gas prices may stabilize at or 
near the price levels found to be just and 
reasonable. From that time on new cot- 
tract prices will presumably stabilize 
along with them. Of course, there is no 
way of determining at the present time 
whether that ultimate level will be higher 
or lower than the present levels. This 
much must be said, however, from my 
own personal conviction. I do not believe 
it in the best interests of the industry to 
disturb radically the price relationships 
that now exist between the various prit- 
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cipal areas of gas supply. Perhaps in time 
these relationships between supply areas 
will display need for modification. That, 
however, seems a much longer-range aim 
than we are now shooting for. 


Use the “Going Price” 


, ' second part of my suggestion fills 
the more immediate need. It is an 
answer useful in the interim during which 
we are striving mutually to find the final 
answer. This tentative answer requires a 
showing by each applicant for authority 
to make new gas sales that so much of the 
public convenience and necessity concept 
as embraces price has been met. No very 
extensive showing is needed for this pur- 
pose if the proposed sale is contemplated 
at the price level of a typical average new 
sale in the given area. This level is to be 
found by determining the prevalent or 
dominant prices in the sale area. 

Data are readily available from Feder- 
al Power Commission files to reach a 
§ practical, meaningful, statistically accu- 
rate conclusion as to the level at which 
most gas is being sold in all important 
areas. Such level, call it a “going price,” 
represents a collective judgment of the 
price at which it is to be expected the typ- 
ical average new sale can and will be 
made. In the absence of proof of special 
circumstances, each new sale must be con- 
sidered as typical and average. 


e 


This figure, though readily obtainable 
by producers and pipelines, is naturally 
subject to some modification to meet cri- 
teria of comparability. Of course, it will 
be difficult to find in some cases because 
of disputes respecting the area involved 
and for other reasons. These, however, 
are not basic problems. They go only to 
the operation of the method, not to its 
essential soundness. 


5 hw minor mechanical problems 

can readily be solved by agreement 
once the principle is accepted. I am cer- 
tain that any such generous level as I have 
suggested would amply satisfy a producer 
who was making a substantial new sale. 
By and large, going prices have escalated 
sufficiently in most areas of the country 
that there is little serious danger of con- 
fiscation if the threshold is set at the level 
where, say 80 per cent of the typical sales 
have recently been made or at which a 
like proportion of production volumes 
are transferred. 

Now, if a producer has genuine reason 
to believe that the conditions of his sale 
are so materially different from the typi- 
cal sale that he should be allowed to em- 
ploy a price higher than the dominant 
price, he should have the chance to prove 
his claim. Each proof necessarily will dif- 
fer in detail, but, under standards of pub- 
lic convenience and necessity, the rigors 
of proof need not be as severe as in a rate 


"MY point is rather that consumers or regulatory commissions or, for 
that matter, utility company-purchasers of gas, concerned by the 
rising level of prices they are compelled to pay, should realize that 
the place to attack the problem is at its root cause. | submit further 
that this root cause is not the pipeline rate increase, not the spiral 
escalation, not the favored-nation or other increase by producers. | 
submit that it is found in the price level at which new gas sales are 


made in interstate commerce. 
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proceeding pursuant to §§ 4 or 5 of the 
Natural Gas Act. Certainly, for example, 
a “full-blown rate case,” as one court 
styled it, would not be required. Equally 
certain it is, however, that mere recita- 
tion of willingness of a buyer to meet the 
price asked by the producer because no 
other was available, would not be suffi- 
cient to justify departure from the prin- 
ciple of dominance of the prevailing price, 
suitably modified to the particular cir- 
cumstances. 


This Approach Sparks Action! 


_ virtues of my method are that it 

is certain, it is simple, it is immediate, 
and it is practical. It is certain because 
producers and buyers both will know 
what to expect and, therefore, how to plan 
ahead. It is simple because it is a readily 


derived figure with standards not subject 
to the distortion of subjective interpreta- 
tion. It is practical because it will permit 
ample supplies of new gas to enter into 
the market without delay of complicated 
proof. Furthermore, it will greatly 
streamline the presently difficult process 
of obtaining authority to make new sales 
by producers. It is immediate because it 
can be used right away. 

I particularly like this approach be- 
cause its usefulness is not confined to the 
period when we are searching for the 
ultimate answer to the regulatory prob- 
lem. It will be equally useful, for exam- 
ple, in determining whether to suspend 
new filings made in existing rates. Such 
a standard, properly and appropriately 
modified, would have the virtues listed 
above if applied in the suspension process 
as when applied in certification process. 


HIS approach can be useful in avoid- 
ing problems of certification arising 
after pricing regulation has become more 
completely understood, for by its nature 
the level I suggest adjusts itself to the 
level of prices in the area. If the prevail- 
ing level rises the standard rises accord- 
ingly. If the going level falls for any cause 
as a result of action by the Federal Power 
Commission, the standard is lowered, too. 
Finally, no one would be injured, be 
cause any producer who felt aggrieved by 
this procedure would be free to establish 
his case for a higher initial rate; that is, 
he could either (1) put on a complete rate 
case at the time of his certificate hearing, 
or (2) accept the certificate at the prevail- 
ing threshold rate and promptly file for 
an increase, which he would justify in 
the customary manner, meeting the 
standards of justness and reasonableness 
of the act, and enjoying the constitutional 
protection against confiscation. In other 
words, new high prices, whether found 
in existing contracts or in new contracts, 
would be subject to regulatory scrutiny 
before becoming effective. Prices within 
the prevailing level would become effec- 
tive without any need for administrative 
delay or processing. 

This discussion of the most crucial 
problem in producer regulation will serve, 
perhaps, to show where the real kernel 
of the producers’ pricing problem now 
lies. Once it is exposed it can be ex- 
amined and analyzed and finally solved. 
It would be a shame indeed if we were to 
permit the problem to grow like a malig- 
nancy without attempting to isolate it and 
control it simply because no one had yet 
solved the riddle of why. it was malignant 
in the first place. 
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Washington and 


the Utilities 


The Memphis Decision 


_ apraserengaa of the fact that not all seg- 
ments of the natural gas industry 
have reason to be jubilant over the U. S. 
Supreme Court’s decision in the so-called 
Memphis case, there is one aspect of Jus- 
tice Harlan’s opinion which should be 
greeted with enthusiasm by producers, 
pipeline companies, and distributors alike, 
and indeed by the American business com- 
munity in general. And that concerns the 
enunciation of a philosophy of regulation, 
apparently now shared by a majority of 
the high court, that the primary purpose 
of regulation is to balance different inter- 
ests, rather than to favor one interest at 
the expense of another. (For an analysis 
of the decision, see post, page 59; for 
financial outlook, see post, page 49.) 

In the past, the view that the Natural 
Gas Act was passed by Congress with the 
sole purpose of protecting the consumer 
from excessive rates has more often than 
not been the guiding principle behind the 
decisions of the Supreme Court involving 
regulated utilities. That view was clearly 
restated in the dissent in the Memphis case, 
written by Justice Douglas. Said Douglas: 


37 




















The construction [of the Natural 
Gas Act] adopted by the court has dire 
consequences. It makes a shambles of 
the act so far as consumer interests are 
concerned ; and they are the ones the act 
was designed to protect. The ruling 
sacrifices these interests in the cause of 
those who exploit this field. 


eve opinion of Justice Harlan, how- 
ever, makes a significant departure 
from the Douglas viewpoint. 

Wrote Harlan: 


It seems plain that Congress, in so 
drafting the statute, was not only ex- 
pressing its conviction that the public 
interest requires the protection of con- 
sumers from excessive prices for natural 
gas, but was also manifesting its con- 
cern for the legitimate interests of 
natural gas companies in whose finan- 
cial stability the gas-consuming public 
has a vital stake. Business reality de- 
mands that natural gas companies 
should not be precluded by law from 
increasing the prices of their product 
whenever that is the economically neces- 
sary means of keeping the intake and 
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outgo of their revenues in proper bal- 
ance; otherwise procurement of the vast 
sums necessary for the maintenance and 
expansion of their systems through 
equity and debt financing would become 
most difficult, if not impossible. This 
concern was surely a proper one for 
Congress to take into account in fram- 
ing its regulatory scheme for the natural 
gas industry... 


oo the Harlan opinion heralds 
a new trend, so far as the high court 
is concerned, in the approach to utility 
regulation, is a judgment that will have to 
wait for the court’s disposition of future 
cases involving a similar issue. But it ought 
to be significant that the more recently 
appointed Justices—Brennan, Whittaker, 
and Stewart — together with Justice 
Frankfurter (and presumably Justice 
Clark, who did not participate in this 
case), share Harlan’s balance-of-interest 
concept of regulation. 

There are other important implications 
for the gas industry in the Memphis de- 
cision. Although it would appear that the 
status quo has been restored by the court’s 
reversal of the U. S. circuit court of ap- 
peals for the District of Columbia, it is 
plain that the industry will have to ad- 
just to a situation different from that 
which existed prior to the court of appeals 
decision. For all the Harlan opinion does 
is to clarify the meaning of § 4 of the 
Natural Gas Act, so as to permit pipeline 
companies with service-type agreements 
which anticipate future rate increases to 
apply for such increases under the short- 
cut procedures of § 4 without obtaining 
prior approval of their customers to the 
proposed new rates. Gas distribution com- 
panies are certain to look twice from now 
on before signing such agreements, at 
least without some protective provisions 
against frequent rate increases. 
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TOUGHER approach on the part of the 

Federal Power Commission toward 
rate increases put into effect under § 4 
may also be in the making. The Supreme 
Court’s decision relieves the pipeline com- 
panies from the financial nightmare of re- 
funding millions of dollars in rates. Like- 
wise, the FPC, which took a calculated 
risk in continuing to process § 4 rate cases 
as usual, pending the appeal of the lower 
court decision to the Supreme Court, has 
been spared the back-breaking job of re- 
viewing them under the time-consuming 
procedures of § 5. But none of this assures 
the pipeline companies of ultimately ob- 
taining all the rate relief they have sought 
under the § 4 procedure. In view of its 
position in the Memphis case and on re- 
laxation of regulatory controls over pro- 
ducers, the commission will no doubt bend 
over backwards to avoid drawing the criti- 
cal charge, regardless of how unfair, that 
it is somehow predisposed to grant rate 
increases. 

Speaking of legislation to ease federal 
controls over producers, the Memphis de- 
cision, while it involved an unrelated is- 
sue, probably lessens the chance that Con- 
gress will pass such legislation at its next 
session. The prospects of enacting a 
Harris-O’Hara-type bill next year have 
not appeared too bright anyway, and there 
is bound to be a feeling that the Supreme 
Court’s decision has given the industry 
sufficient relief, at least for the time being. 
A more likely possibility in Congress is the 
introduction of legislation to enact into 
law the lower court’s interpretation of § 4 
of the act which the Supreme Court re- 
versed. 

Pressure in this direction from so- 
called “consumer interests” is to be ex- 
pected and might well become serious if, 
as a result of the Memphis decision, there 
follows a succession of pipeline rate in- 
creases. So far, however, there has been 
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little reaction one way or another from 
congressional quarters toward the high 


court’s decision. 
eB 


Columbia Valley Authority 


i not specifically mentioned 
by the Democratic Advisory Council 
in its legislative list, strong support from 
the liberal bloc for the creation of a TVA- 
type authority for the Columbia river 
basin seems certain to be forthcoming 
during the next session of Congress. Gov- 
ernment power advocates, with the as- 
sistance of the AFL-CIO, are reported to 
be optimistic over their chances to enact 
Senator Neuberger’s bill to replace the 
Bonneville Power Administration with a 
Columbia Valley Development Corpora- 
tion. Hearings were held last month in the 
Pacific Northwest by a Senate Public 
Works subcommittee on a revised version 
of S 3114, introduced at the last session 
by the Oregon Senator. 

Prior to the hearings, it was revealed 
that a letter from U. S. Comptroller Gen- 
eral Campbell to Senate Public Works 
Committee Chairman Chavez (Democrat, 
New Mexico), written last April in con- 
nection with committee consideration of 
S 3114, had somehow failed to appear in 
published hearings. Its omission has not 
yet been satisfactorily explained, in view 
of the fact that the statements of other 
federal officials, whose agencies are con- 
cerned with the bill, were included in the 
committee publication. But the inference 
is that the reason was Campbell’s scathing 
criticism of the Neuberger proposal, which 
he analyzed point by point in his letter to 
Chavez. 

Campbell told the committee flatly that 
the proposal to create an authority for the 
Columbia valley is “not only unnecessary 
but contrary to public policy.” “We gen- 
erally have opposed,” said Campbell, “the 


creation of new government corpora- 
tions unless for the most compelling rea- 
sons, because corporate entities for the 
most part are free from the normal safe- 
guards set up by the Congress to main- 
tain adequate control over the conduct of 
the public business and the expenditure of 
public funds.” 


a of Campbell’s letter reviewed 
existing statutory programs for 
the multiple-purpose development of the 
Columbia basin, many of which would be 
eliminated by the Neuberger Bill. It also 
criticizes the proposed financing arrange- 
ments for the new corporation, similar to 
those proposed for TVA, as meaning that 
Congress would lose all effective policy 
control which it now exercises over gov- 
ernmental agencies through the appropria- 
tion process. 

The revised version of Neuberger’s 
bill, which was debated last month in the 
Pacific Northwest, does little to remove 
Campbell’s objections. One new feature, 
certain to be objectionable to the Comp- 
troller General, is the power granted to 
one general manager, with the original 
five-man board of directors empowered 
only to advise and assist him. 

From the standpoint of investor-owned 
utilities, the main shortcoming of the Neu- 
berger plan is a provision which would al- 
low the proposed corporation to acquire 
by condemnation, “lands, easements, 
rights of way, franchises, electric trans- 
mission lines, substations, and facilities 
and structures appurtenant thereto.” This 
would seem to include city franchises held 
by investor-owned utilities. 

While the Neuberger Bill is certain to 
provoke considerable controversy in Con- 
gress, the fact is that its chances of ap- 
proval by Congress are better now than at 
any time in the past. 
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New England Mobile 
Telephone Case 

feo opponents of Bell system lease- 
maintenance operation in the mobile 
radiotelephone field won the first round of 
an important battle in this area. This was 
in the form of a decision by the Federal 
Communications Commission on Decem- 
ber 3rd, reversing its earlier approval of 
private radio station licenses for two Con- 
necticut customers of the Southern New 
England Telephone Company. These cus- 
tomers had contracted to allow Southern 
New England to furnish them mobile 
radiotelephone service on a lease-main- 
tenance basis over their own radio fre- 
quencies. The FCC ruling on December 
3rd was to the effect that such private con- 
tract operation would violate the terms of 
a 1956 antitrust consent decree agreed to 
by the Bell system. (See, also, page 62.) 
But the most important round in this 
controversy between nonregulated manu- 
facturers and suppliers of mobile radio- 
telephone equipment and the Bell system 
companies is still to be decided. That 
would take the form of a broader issue, 
still pending before the FCC, as to whether 
the American Telephone and Telegraph 
Company may file tariffs for the rendition 
of lease-maintenance mobile radio service 
as a regulated utility service. If the com- 
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mission eventually agrees to permit the 
Bell system companies to file such tariffs, 
it would to that extent remove its lease- 
maintenance operations from the limita- 
tions of the 1956 decree, by converting 
such business into a regulated utility serv- 
ice. 

Under the terms of the 1956 decree, 
which ended the government’s suit to dis- 
solve or divorce Western Electric from the 
Bell system, Bell system companies were 
prohibited from engaging in anything ex- 
cept “common carrier service.” Western 
Electric was permitted to continue as the 
manufacturing subsidiary of the Bell sys- 
tem, provided that it confined its manu- 
facturing and servicing operations to the 
regulated telephone utility industry. The 
decree was filed in a federal district court 
in New Jersey. 


U NDER this decree, Bell companies were 
not to enter into any new contracts 
for lease maintenance of radio mobile 
service to private customers, although 
there was a grace period, not to exceed 
five years, under which existing contracts 
of this kind could be terminated or ad- 
justed. A year ago (December, 1957) the 
FCC did grant the two private contract 
customers of Southern New England their 
own radio licenses to put into effect such 
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lease-maintenance operations. One of these 
was the Connecticut Water Company and 
the other Wooldridge Bros., Inc. 

But two private manufacturing com- 
panies in the movile communications field 
protested; and the 1957 order was re- 
argued. Although Southern New England 
was not a party to either case, two de- 
fenses were raised in its behalf to defeat 
the argument that the contracts violated 
the consent decree. First, it was contended 
that the American Telephone and Tele- 
graph Company did not own a majority 
of Southern New England’s stock so as to 
bring the latter into the status of a Bell 
system subsidiary, bound by the 1956 con- 
sent decree. The FCC overruled this con- 
tention. 

The second contention was that the con- 
sent decree did not bar Bell system com- 
panies from expanding in the mobile com- 
munications field on a lease-maintenance 
basis. This plea was likewise unsuccessful. 
The Justice Department argued on the 
other side that AT&T’s lease-maintenance 
operation in the business of private radio 
communication might ‘“‘subsequently cur- 
tail or eliminate vigorous and healthy 
competition in this youthful industry.” 


few Justice Department is also op- 
posed to the broader attempt of the 
Bell system to convert its lease-mainte- 
nance operations into a regulated utility 
business by filing tariffs with the FCC. 
As stated before, that still remains to be 
decided. The 1956 consent decree does 
not, of course, prevent telephone com- 
panies from supplying radio mobile serv- 
ice as part of their regular telephone 
service operations to their own customers. 
Nor does it apply, in any event, to inde- 
pendent (non-Bell) telephone companies 
which were not parties to the antitrust 
proceedings and not bound by the terms 


under which the government ended its 
suit against the Bell system. 


a 
Cutting Back on REA? 


A CONTROVERSY is looming in the con- 
gressional session this month over 
Rural Electrification Administration ap- 
propriations. This is not so much a con- 
flict between business and government as 
it is between the administration and the 
next Congress. The administration is in 
favor of increasing the interest rate of 
REA loans from the present low level of 
2 per cent. The administration is also in 
favor of encouraging REA, both telephone 
and rural electric, borrowers to go else- 
where for their money, if they can borrow 
from private commercial sources. 

The Eisenhower administration is also 
in favor of cutting down REA spending 
for loans. It feels that the federal govern- 
ment could better employ the taxpayers’ 
money elsewhere at this particular time. 
But judging by past performance, what 
Congress will enact may be quite different. 

Budget Director Maurice H. Stans said 
in New York on December 4th that the 
President will advocate a number of 
spending cutbacks. 


i d-0 Budget chief also expressed be- 
lief that the incoming Congress, 
which will be under strong Democratic 
control, will be “a responsible Congress” 
when it comes to spending. He then in- 
dicated that the President would probably 
make these recommendations in his annual 
Budget Message to Congress: a cutback 
in funds for loans to REA co-operatives 
which Stans said now serve industries, 
communities, or nonfarm families almost 
as much as rural homes. Stans urged that 
the co-operatives be required to borrow 
from private sources. 
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“Flow Through” versus “Nor- 
malization”’ of Tax Savings 


uy HE “flow through” method of han- 
dling deferred taxes resulting from 
accelerated depreciation seems to be gain- 
ing slowly over the policy of “normaliz- 
ing” and setting up a reserve for future 
taxes. The temptation to give the con- 
sumer the benefit of the tax “saving”: has 
proved too great for some of the state 
commissions—Maine and New Hamp- 
shire have been followed by Pennsylvania, 
Missouri, and (presumably) California. 
Thus some utilities have been pushed into 
flow through, while others have instead 
decided to abandon the use of accelerated 
depreciation. This in turn has raised the 
question whether a commission can legal- 
ly force a utility company to use acceler- 
ated depreciation, but apparently thus far 
the commissions have been able to rely 
only on moral persuasion. (See discussion 
of the issue in Canada, under “Some Rate 
Problems of the Bell System,” in this de- 
partment.) In a recent rate case, the 
superior court of Pennsylvania sustained 
the commission in holding that manage- 
ment cannot be forced to use accelerated 
depreciation. 

Flow through involves two risks: (1) 
possible cancellation of the law, which 
would mean a sudden decline in share 
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earnings and probably a drop in market 
price of the utility’s stock; or (2) the fu- 
ture possibility that during a depression 
period (when a rate increase would be 
hard to get) the company would suddenly 
find that its taxes were increasing as its 
growth slowed (since fast depreciation on 
new property would be too small to offset 
slowing depreciation on older units). 


gael King of Northern States 
Power, in a recent talk before the New 
York Society of Security Analysts, indi- 
cated that his company is not using ac- 
celerated depreciation because of the prob- 
ability (in his opinion) that Congress may 
decide to cancel the provision of the 1954 
Tax Code permitting such use. Some other 
utilities, such as Baltimore Gas & Electric, 
also seem reluctant to use it, perhaps for 
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similar reasons. Possibly the uncertainty 
over Congress will be cleared up during 
1959. Gradually, also, states like New 
York which have taken no definite posi- 
tion as yet may have to adopt a real policy. 

Utilities affected by commission orders 
or indicated commission preference dur- 
ing the past year or so have had the choice 
of returning to straight-line tax deprecia- 
tion or suddenly adopting flow through. In 
New England there was an early trend 
toward flow through in Maine, Vermont, 
and Connecticut. In 1957 Public Service 
Company of New Hampshire had to fol- 
low suit due to a change in policy by the 
state commission in connection with a rate 
increase which the commission wished to 
reduce. (Massachusetts thus far has not 
insisted on flow through. ) 


IX Pennsylvania the pressure has also 
been for increasing reported earnings. 
As a result West Penn Power does not use 
accelerated depreciation, although other 
subsidiaries of West Penn Electric do so. 
On the other hand, Duquesne Light re- 
cently adopted flow through and made it 
retroactive to the beginning of 1954. 
Largely as a result, share earnings jumped 
from $2.66 in the twelve months ended 
June 30, 1958, to $2.84 in the twelve 
months ended September 30th. The an- 
nouncement of higher earnings, together 
with a proposed split in the stock, resulted 
in a sharp gain in the price of the stock. 
The company’s letter to stockholders, 
dated October 20th, made the following 
statement : 


Since 1954 the company has used for 
income tax purposes the declining 
method of computing depreciation... . 
and has recorded the resulting reduction 
in tax payments in its expenses as de- 
ferred income tax. However, the 
Pennsylvania Public Utility Commis- 


sion has held that such deferred income 
taxes are not allowable for rate-mak- 
ing purposes and its position has been 
affirmed by the Pennsylvania superior 
court. Although the commission has is- 
sued no order concerning the treatment 
of such taxes for accounting purposes, 
it has indicated in a number of rate 
orders that the tax effect of the declin- 
ing balance method of computing de- 
preciation for tax purposes should be 
accorded the same treatment for ac- 
counting purposes and for rate pur- 
poses. In July the American Institute of 
Certified Public Accountants issued a 
revised bulletin on the subject to the 
effect that where charges for deferred 
income taxes are not allowed for rate- 
making purposes, accounting recogni- 
tion need not be given to such taxes. 
The company has now received an opin- 
ion from its independent auditors to the 
effect that, in the light of the foregoing, 
the company should discontinue record- 
ing the deferred income taxes referred 
to in its accounts. This recommendation 
has been adopted by the company retro- 
active for the years in which it has used 
the declining balance method and the 
resulting adjustments are reflected in 
the financial statements contained in 
this report. 


I“ Missouri Laclede Gas and Empire 
District Electric have decided to end 
the use of accelerated depreciation but 
Union Electric (which has asked for a 
rate increase of nearly $8 million) recent- 
ly adopted flow through, although it may 
still have to obtain approval from the II- 
linois commission, since some of its prop- 
erties are under the jurisdiction of that 
commission. 

In California there has been similar con- 
fusion. The commission has indicated its 
preference for “flow through” in several 
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rate decisions and has reserved the right 
to reconsider the increases granted if flow 
through should not be adopted. Governor- 
elect “Pat” Brown is not only strongly in 
favor of giving tax benefits to the con- 
sumer, but wants to force the use of ac- 
celerated depreciation. In the meantime, 
the commission has begun an extensive 
and thoroughgoing study of the whole 
subject and a considerable volume of testi- 
mony, documents, and studies have be- 
come available. One lengthy study with 
11 charts and tables may be summarized 
in this department when space is avail- 
able. However, the commission’s findings 
have not yet been issued. 

California Electric Power Company has 
adopted flow through, the report to stock- 
holders stating, “If the public utilities 
commission of California should fix new 
rates based upon the company’s proposal 
to share with its customers the federal 
income tax benefit resulting from liberal- 
ized depreciation ... the company’s annual 
expense for income taxes would be low- 
ered by the amount of such benefits. The 
company would also propose to transfer 
from reserve for deferred taxes to re- 
tained earnings the amounts previously 
deferred aggregating $894,000.” 

Presumably other utilities in California 
are awaiting final word from the commis- 
sion before deciding what policy to fol- 
low. 


» 


Some Rate Problems of 
The Bell System 


Wwe the Bell system had been gen- 
erally successful in obtaining rate in- 
creases over the past year or so, special 
problems have been encountered in some 
areas, especially Louisiana and Canada. 
In August, 1957, Southern Bell Telephone 
& Telegraph Company asked for an in- 
Crease in revenues of some $13 million, 


of which less than $2 million was found 
by the public service commission to be 
“just and reasonable”—but in a final de- 
cision rendered October 10, 1958, even 
this amount was withheld because (ac- 
cording to the commission) the company 
had rendered inadequate service and cur- 
tailed a necessary expansion program. 

In order to justify its figures the com- 
mission used an artificial rate base, adopt- 
ing “allocated capitalization” rather than 
investment in net plant, etc. Earned sur- 
plus was in effect disallowed from this 
capitalization, resulting in a rate base 
about 9 per cent less than the average net 
book base submitted by the company. Also, 
since in the commission’s view (which 
would be hard to justify historically) a 
telephone company is no more “cyclical” 
than an electric utility, it held that a high 
equity ratio is unnecessary. It arbitrarily 
set up several alternate capital structures 
averaging about 48 per cent debt, 12 per 
cent preferred stock, and 40 per cent com- 
mon stock equity—as compared with the 
company’s actual 25 per cent debt and 75 
per cent equity. The commission found 
that annual cost of debt would approxi- 
mate 4.05 per cent, preferred stock 4.75 
per cent, and common stock about 6.8 per 
cent. No overall rate of return was found 
to be fair and reasonable—but the “cost 
of money” just described, if applied to the 
theoretical capital structure used by the 
commission, would work out at only about 
5.23 per cent. 


CTUALLY, however, the omission of 
earned surplus, the disallowance of 
plant under construction, materials and 
supplies, and various other adjustments, 
would probably make the real rate of re- 
turn somewhere between 4 and 5 per cent. 
Such a return is obviously quite inade- 
quate. Electric utilities in some states are 
currently being allowed to earn over 7 per 
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cent and a number of decisions have been 
made by state commissions allowing be- 
tween 6 per cent and 7 per cent as fair 
value. 

However, the commission refused to 
use as a yardstick the average rate of 
return on net investment realized by utili- 
ties throughout the country, which had 
been emphasized by Southern Bell. The 
commission tried hard to find arguments 
to bolster its findings, penalizing the earn- 
ings for “abnormal” advertising and other 
items, and referring back to an FCC re- 
port of nineteen years ago which criti- 
cized intercorporate relations in the Bell 
system. 

Obviously, such a decision reflects a 
very low level of regulation as compared 
with the standards and policies used by 
most other states in their dealings with 
Bell system’s subsidiaries. It does not seem 
too unreasonable to connect it with the 
general political setup in the state of 
Louisiana—since politics have been known 


e 


to play an important role in the character 
of other state regulation from time to 
time. 


” Canada the Bell system encountered 
delays and difficulties in obtaining a 
rate increase needed to support the $2 divi- 
dend paid by Bell of Canada for virtually 
twenty years (after adjusting for the 4- 
for-1 split in 1948). In 1957 earnings 
were barely adequate to cover the divi- 
dend and this year, judging from the nine 
months’ report, about $1.87 would have 
been reported without a rate increase. On 
January 10, 1958, the Board of Transport 
Commissioners authorized an increase of 
$10.3 million or about 27 cents a share 
after taxes. However, the same issue 
which has plagued the utilities in Maine, 
Pennsylvania, California, etc.—whether 
tax savings (deferrals) resulting from 
vast depreciation should be normalized, or 
“flow through” to benefit consumers—be- 
came an important factor in the case. 
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United Cities Gas Conv. 6% Pfd. .. 


Price 


0 
Public 


99.25 1.00N 
101.09 


10.00 


Common Stocks—O fered to S; a . 


Aver. Yield 
For 
Offer- Securities 
ing Of Similar Moody 
Yield Quality Rating 


Under- 
writing 
Spread 


4.53% A 


4.53 
4.44 


4.687% 


4.80 
4.60 


87C 
.90N 


80N 6.00 


5.51 
4.24 
3.10 


i ‘aie 


a—Reported the issue was well received. b—Reported issue was fairly well received. e—Sold only to 
residents of North Carolina. f—One-for-20 basis, not underwritten. Fees to participating dealers allowed. 


g—One-for-12 basis. h—One-for-10 basis. 
Source, Irving Trust Company 
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FINANCIAL NEWS AND COMMENT 


About May Ist the Canadian Cabinet de- in the Memphis case, legalizes earlier (and 
ferred the increase authorized by the com- continuing) collection of rate increases 
mission to May 30th and indicated its view under bond, pending final decisions by the 
that the $12 million deferred taxes should FPC. A large proportion of the 32 or more 
be included in net income. On June 25th pipeline systems have been collecting in- 
the company applied to the Transport creased rates under bond, although in 
Commissioners for an increase of about some cases collections from customers 
$16 million, the additional amount re- were partially offset by increased payments 
flecting wage increases granted in May to producers, also collected under bond. 
and June. Also, in order to settle the is- Some of the companies most affected were 
sue over tax deferrals, the company de- the following: Colorado Interstate Gas, 
cided to give up accelerated depreciation. over $88 million; El] Paso Natural Gas, 
As in the United States, those opposing about $80 million; Panhandle Eastern 
the rate increase then contended that the Pipe Line, over $30 million; Tennessee 
company should be forced to use fast de- Gas Transmission, about $30 million; and 
preciation for tax purposes, but fortunate- United Gas Corporation, over $39 million. 
ly the board held that tax policy “‘is basi- Since these companies had not retained 
cally a function of management.” Accord- the full amounts collected under bond in 
ingly, the commission approved the rate the form of cash reserves, refunds to cus- 
increase effective November Ist, noting tomers might have involved obtaining 
that the amount as measured against 1959 bank loans or selling securities. In fact the 
revenues would increase to over $17 mil- FPC had been apprehensive that some 
lion. The Cabinet ordered the increase de- pipelines might be threatened with bank- 
ferred for a month, pending study of the ruptcy. Moreover, four pipelines had de- 
appeals against it by local governments, layed plans for $222 million construction 
but finally allowed the increase. because of fears that the lower court de- 
The board found that the proposed cision might be upheld. 
increase would result in 1959 net in- 
come of $2.32 per share. It took note of URING the interval when the case was 
the fact that possible increased wage rates before the Supreme Court, a few of 
were included in expense estimates by the the pipelines had begun a “lame duck” 
company, although such expense had been procedure of negotiating new contracts 
§ disallowed in the past. No adjustment was with their customers in order to secure 
made by the board, since the increase in necessary rate increases to offset the con- 
this item in 1959 would amount to less tinuing rise in the field cost of gas. While 
than the per share difference between the in a few cases such arrangements were 
net income under the proposed rates and successfully completed, now the utilities 
“the permissive level of $2.43 per share will be less concerned about such agree- 
authorized in the board’s last judgment.” ments except for major new projects. 

» While most segments of the gas indus- 
try have naturally been pleased over the 
decision,’ it should not be overlooked that 
the regulation of interstate rates by the 


Financial Benefits of 
Memphis Gas Decision 


1 Wall Street also celebrated; on the day of the 


HE Supreme Court’s decision, re- decision Colorado Interstate advanced about 10 
I , ints, El Paso and Panhandle 4, T 
versing the ruling of the lower court 7 és aso and Panhandle 4, Tennessee Gas 
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KPC remains almost hopelessly bogged 
down—due not merely to the Memphis 
situation, but to the extra burden of at- 
tempting to regulate independent gas pro- 
ducers and process an abnormal burden of 
rate cases with an inadequate staff. 


|. armies will now be concentrated on 
the Federal Power Commission’s 
program and policies. Unless the commis- 
sion allows a more liberal rate of return 
—6} per cent or 64 per cent instead of the 
traditional 6 per cent—it will be difficult 
for some of the pipelines to maintain ade- 
quate earning power to finance new 
growth and maintain adequate equity 
ratios. As the result of both increased 


e 


money rates and unfavorable regulatory 
problems, some natural gas companies in 
the past year or so have had to finance at 
abnormally high cost. For example, Texas 
Eastern Transmission had to pay 6 per 
cent for first preferred stock money last 
June (it realized 97 on the sale of 5.8 per 
cent preferred), and the cost of a con- 
vertible issue was 54 per cent. Texas 
Eastern Transmission had to pay 5.7 per 
cent in September for mortgage money 
and Tennessee Gas Transmission about 
5.4 per cent, even though the issues were 

made nonrefundable for five years. Ob- — 
viously a 6 per cent overall return would 
not leave much for common stockholders 
when senior money costs run this high. 


RECENT FINANCIAL DATA ON GAS UTILITY STOCKS 


12/10/58 Divi 
Price dend 
About 


Pipelines and Integrated Systems 


Ala.-Tenn. Nat. Gas .... 
American Nat. Gas 
Arkansas Louisiana Gas . 
Colo. Interstate Gas .... 
Columbia Gas System ... 
Commonwealth Gas 
Commonwealth N. G. ... 
Consol. Gas Util. ....... 
Consol. Nat. Gas 

E. Tenn. Nat. Gas 

El Paso Nat. Gas 
Equitable Gas 

ES Re Cie 
Kansas-Nebr. Nat. Gas .. 
Lone Star Gas .......... 
Miss. River Fuel 
Montana Dakota Util. ... 
Mountain Fuel Supply .. 
National Fuel Gas 
Northern Nat. Gas 
Oklahoma Nat. Gas .... 
Panhandle East. P. L. . 
Pennsylvania Gas 
Peoples G. L. & Coke... 
Southern Nat. Gas 
Southern Union Gas .... 
Tenn. Gas Traits. ...... 
Texas East. Trans, ..... 
Texas Gas Trans, ...... 
Transcont. Gas P. L..... 
United Gas Corp. ....... 


S| SR8sb 


nN — 


SSSSUSSRSSSSSSSBRBSESE8 


wn 
oO 


— 


on 
NOOCONOUNOUNNNONYROOMUNONNOONOS>NO 
aio a ath ek oe ee es 


Averages 
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Approx. 
Yteld 


ee 
WLORAADARAWWEPAWAAAHWAWUADY 


CMH DODUNDOBDBDNAANNNNOWUNNeENY 


— 


BSS 


PNNWH 
BnNAhOO 


Aver. 

Incr. 

In Sh. Price- 
% In- Earns. Earns. 
crease 1952-57 Ratio 


Approx. 
Div. Common 
Pay- Stock 
out Equity 


Recent 
Share 
Earnings 


14.8 
15.7 
27.0 
28.6 
13.7 
22.5 
15.0 
12.0 
15.5 
13.3 
15.5 
16.7 


13% 
12 
47 


12 


PS] 


$1.62Se 
4.21Se 
1.85De 
1.99Se 
1.53Se 
40De 
3.26Se 


75% 
62 


41% 
33 


15.7 
9% 173 





FINANCIAL NEWS AND COMMENT 


Aver. 
Incr. F _ Approx. 
ae , 12/10/58 Divi- Recent In Sh. Price- Div. Common 
(Continued) Price dend Approx. Share % In- Earns. Earns. Pay- Stock 
About Rate Yseld Earnings crease 1952-57 Ratio out Equity 


Retail Distributors 


Alabama Gas 

Atlanta Gas Light 
Berkshire Gas 
Bridgeport Gas 
Brockton-Taunton Gas .. 
Brooklyn Union Gas .... 
Cascade Nat. Gas 
Central Elec. & Gas .. 
Cent. Indiana Gas 
Chattanooga Gas 

Gas Service 

Hartford Gas 

Haverhill Gas 

Indiana Gas & Water ... 
Laclede Gas 

Michigan Gas Util. ..... 
Midsouth Gas 
Minneapolis Gas 

Miss. Valley Gas 

Mobile Gas Service 

New Haven 

New Jersey Nat, Gas ... 
No. Illinois Gas 

North Penn Gas 
Northwest Nat. Gas .... 
Pacific Lighting 
Piedmont Natural Gas .. 
Pioneer Nat. Gas 
Portland Gas Lt. ....... 
Providence Gas 

Rio Grande Valley Gas .. 
So. Atlantic Gas 

So. Jersey Gas 

United Gas Impr. ....... 
Wash. Gas Light 

Wash. Nat. Gas 
Western Ky. Gas 


Averages : 10% 148 


> 


8%  $2.56Se 17% 12.9 63% 42% 
2.57Se 24 i 62 38 
1.22Au i 82 
2.03Se ; 79 
1.18De x 76 
3.21Se 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, AND WATER STOCKS 


Aver. 
Incr. Approsz. 
Annual 12/10/58 Divi- Recent In Sh. Price- Div. Common 
Rev. Price dend y Share % In- Earns. Earns. Pavy- Stock 
(Mill. ) About Rate Earnings crease 1952-57 Ratio out Equity 


Communications 


Bell System 
$6,313 Amer. T. & T. (Cons.) .. A 4% 3% *14.8 
303 Bell Tel. of Canada .... 4 : 2.00De Dil 2u5 
46 Cin. & Sub. Bell Tel. .... i . 493De D12 18.5 
232 Mountain Sts. T. & T. .. i : 9.14Au D2 14.9 
324 New England T. & T. .. i S. 8.54Se 3 18.4 
864 PAGING Dede Loc.cis s.0cwe 8c d i i 8.08Au D12 17.3 
108 So. New Eng. Tel. ...... ! : 1.90De D13 21.6 


Averages ........+: : D6% 1% 18.1 
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Aver. 


























_ Incr. : _ Appros. 

Agest (Contin) HEN ate Mt sy, Hak fee Bin Crem 

(Mill.) About Rate teld Earnings crease 1952-57 Ratio out Equity 

Independents 

5 O Anglo-Canadian Tel. .... 38 $120 3.2% $3.11Se D4% 56% 12.2 39% 55% 
41 $6Braish Col. Tel. ........ 42 200 4.7 1.90Se D27 5 wal 105 31 
4 O Calif. Inter. Tel. ....... 14 70 85.0 83Se D24 - 169 84 24 
18 O Calif. Water & Tel. .... 25 120 48 1.54Je 1 — 16.2 78 836 48 
18 O Central Telephone ...... 25 1.00(b) 4.0 1.79Se D6 10 13.4 56 28 
5 O Commonwealth Tel. .... 19 90 847 1.24Je D16 — 15.3 73 37 
4 O Fhlorida Telephone ...... 26 50 863.5 1.00My D10 1 26.0 99 46 
S General Telephone ...... 58 2.00 3.4 3.070c D1 32 18.9 65 34 
18 O Hawaiian Telephone .... 19 1.00 a *1.13Se D12 7 *168 88 43 
7 O Inter-Mountain Tel. ..... 16 80 5.0 .94De 17 2 17.0 83885 63 
21 O Rochester Tel. .......... 22 100 4.5 121Se D10 — 182 83 33 
4 O Southeastern Tel. ....... 22 290 «4.1 1.11De D2! _— 198 81 54 
10 O Southwestern St. Tel.... 26 120 4.6 1.57Je D6 4 166 76 35 
34 O United Utilities ......... 30 125 42 1.54De D6 1 19.5 81 40 
15° 49 Wrest Gonst Fel. 52.6060 22 100 4.5 1.18Se D22 4 186 85 35 
260 S Western Union Tel. .... 32 1.20 38 2.03De D8 — 158 59 85 

Averages .......... 4.3% D10% 7% 17.8 779% 
Transit Companies 
21 O Baltimore Transit ...... 6 — $1.01De 124% — 5.9 _ 41 
12 O Cincinnati Transit ...... 6 $.30 50% .52De — 115 58% 49 
65 S Fifth Ave. Coach ....... 19 _ _ 2.46De D29 — 7.7 102 68 
308 S Greyhound Corp. ..:.... 18 100 5.6 1.22De D4 — 147 82 45 
25 5S Nat: Gity Lines ..0..55.. 31 2.00 6.5 2.74De 12 9% 11.3 73°94 
13 O Niagara Frontier Trans.. 9 60 6.7 .77De 35 _ 117 78 «8678 
GS © Phila: Teens. ..240000000 60 7.5 123De D25 — 65 49 38 
17 A Pittsburgh Rys. ........ 114 25 22 Deficit —_ -- —- — 9 
6 O Rochester Transit ...... 5 40 80 64De D6 29 7.8 63 100 
ee 49 Bt os PSS... 52.0000 10 1.00 10.0 57De DI17 19 75 5 94 
bs twinitaty fT. .....4.. 12 1.20 10.0 1.01De D16 _ 11.9 119 53 
21° © Whited Transit ......... 5 60 12.0 87Ma_ ODI 11 by 60C Cé@S 11 
PGETERES 6 cccicccce's 7.290 7% — 10.2 87% 


Water Companies 
Holding Companies 
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43 S American Water Works. 14 $.60 43% $ .96Se D2% 
Operating Companies 
5 O Bridgeport Hydraulic ... 33 $1.70(f£) 5.2% $205De D2% 5% 16.1 83% 53% 
15 O Calif. Water Service.... 47 240 5.1 3.19Oc D8 6 47 gg 233 
4 O Elizabethtown Water ... 46 2.00 4.3 3.90De 19 30 11.8 51 58 
11 S Hackensack Water ..... 45 200 44 3.18De il 6 142 63 38 
8 O Indianapolis Water ..... 23 100 43 1.26De DIl1 — 183 79 35 
6 O Jamaica Water ......... 38 «62.000 (5.3 2.86Se D1 — B83 70 2 
5 O New Haven Water ..... 65 340 52 2.30De D20 — 283 148 61 
2 O Ohio Water Serv. ...... 28 1.50(b) 5.4 1.63Se D38 10 17.2 92 32 
8 O Phila. & Sub. Water .... 42 50(b) 1.2 2.84Se DI5 7 148 18 28 
2 O Plainfield Union Water. 62 3.00 48 442De Dil2 2 1440 68 = 63 
4 O San Jose Water ........ 50 280(f)5.6 3.38Se Dil 9 48 83 42 
10 O Scranton-Springbrook... 21 1.00 48 1.57Se 6 7 134 6 2 
5 O South. Calif. Water .... 18 80 44 1.10Se Dil 12 164 73 31 
4 O W. Va. Water Service .. 21 .68(d) 3.2 1.55Se DI17 9 135 44 #17 
AVRTERES 65655c5sss 4.5% D8% 7% 158 72% 





A—American Stock Exchange. O—Over-counter or out-of-town exchange. S—New York Stock Ex- 
change. Ja—January; F—February; Ma—March; Ap—April; My—May; Je—June; Jy—July; Au—Au- 
gust;  Se—September; Oc—October; N—November; De—December. NC—Not comparable. NA—Not 
available. D—Decrease. *On average shares. (a)—Adjusted to eliminate 13 cents per share of nonre- 
curring tax savings. (b)—Also stock dividend in 1958. (d)—Also 1 per cent stock dividend quarterly. (e)— 
Also 10 per cent stock dividend May 19, 1958. (f)—Includes extras. (g)—Four per cent stock dividend 
June 6, 1958. (h)—Also 2 per cent stock dividend December 1, 1958. (i)—Also 5 per cent stock dividend 
December 29, 1958. 
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What Others Think 


More Power Essential to Future Progress 


wat iy our material progress is to con- 
tinue, it appears that we will have to 
have ever-increasing amounts of power, 
for if we ever run out of power, progress 
will come to a grinding stop.” This 
warning comes from FPC Commissioner 
Frederick Stueck, who lectured last 
month before Civil Affairs Military 
Government Units of the United States 
Army Reserve in New York city. 

Stueck said that if the increase in 
available power should ever come to an 
end, we might have to content ourselves 
with a static condition of human progress. 
It is therefore of vital importance to look 
at how we are using our national re- 
sources at present and to estimate the 
margins that remain for the future. 

Some 28 million kilowatts of the prime 
power source, hydro power, has now been 
developed in this country, with latest 
surveys indicating another 30 million kilo- 
watts under construction or authorized, 
and an additional 60 million kilowatts as 
technically feasible of development. Some 
of the power in the latter category, of 
course, might not be economically feasible 
under conditions of the near future. Said 
Stueck: 


. Although the development of 
hydroelectric power sources has been 
rapid, it has not been fast enough to 
keep up with the growth of the entire 


electric utility industry. The future de- 
velopment of hydroelectric power will 
be progressively more difficult, because 
there are only a limited number of sites 
and it is natural to select first the ones 
that can be most easily and cheaply de- 
veloped, always leaving the less attrac- 
tive sites for the future. 

Presumably, all of the sites techni- 
cally and economically feasible of ex- 
ploitation will be developed eventually 
but this is not likely to occur in our 
time. Even if all of them were operat- 
ing, the total would be a little less than 
that required to take care of our present 
power needs. Hydro, therefore, will 
not be anywhere near sufficient to pro- 
vide for our greatly increased future 
power needs. 


_- remainder of our present power 
requirements are now being met by 
steam and internal combustion plants 
operating on the various types of fossil 
fuels, Stueck continued. The use of natu- 
ral gas for power development is a rela- 
tively recent phenomenon, although at 
present some 23 per cent of thermal 
power is being produced from natural gas. 
“The trend in gas use is upward due to 
the rapid development of pipelines,” 
Stueck explained, “but the demands for 
this fuel for other purposes are so insist- 
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ent and it has so many points of superiori- 
ty for specialized uses that the proportion 
available for the production of power is 
more likely to decrease than to increase 
in the future.” 

As in the case of natural gas, oil has 
come into extensive use for the produc- 
tion of power in recent years, but Stueck 
pointed out that there are so many com- 
peting demands for this fuel, particularly 
for house heating, internal combustion 
engines, and special purposes that its use 
for burning under boilers may never 
greatly exceed present-day demands. “In 
fact, the many uses for which oil is 
especially adapted and the limited extent 
of known reserves of it, combined with 
the increasing difficulty of discovering new 
productive wells, make it possible that 
oil will not be an important factor in the 
production of electric power after the 
next forty years,” Stueck said. 

All this means that power for future 
progress will have to come from solid 
fuels, or from some new source, Stueck 
continued. In the past, principal reliance 
was placed on anthracite coal, but due to 
exhaustion of many of the better anthra- 
cite mines, its place has been taken largely 
by bituminous coal. However, bituminous 
coal mines already show increasing 
difficulty of extraction and present prices 
have been maintained only by technolog- 
ical advances in mining procedure, Stueck 
noted. 


_ view of these developments, Stueck 
thinks that perhaps a much larger 
proportion of our future power produc- 
tion will have to come from lignite and 
the lower-grade coals. Such fuels already 
find extensive use in Europe and are being 
used successfully in a few plants in this 
country, he said. 

Limitations on hydro and fuel re- 
sources make it necessary for research 
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workers to look for new power sources 
and to give especially close attention to 
the production of power from nuclear 
sources. Stueck noted that experts in the 
Atomic Energy Commission have revealed 
that some 80 types of power reactors are 
theoretically possible. A number of these 
are under intensive study at the present 
time, while several experimental reactors 
have been built for the production of 
limited amounts of power. The reactor at 
Shippingport, Pennsylvania, has a capa- 
bility somewhere between 60,000 and 
100,000 kilowatts. Many others totaling 
close to 1.5 million kilowatts are either 
under construction or expected to be 
started in the near future. 


_ the costs of producing such 
power are still quite high, Stueck 
pointed out that a recent study of the Na- 
tional Planning Association indicates that 
nuclear costs will be down to about 12 
mills in 1965. In comparison, cost of 
power from conventional thermal plants 
averages about 7.5 mills per kilowatt-hour, 
of which three mills is for fuel. 

“Practical experience in building and 
operating reactors undoubtedly will bring 
about the same sort of gradual! reduction 
in costs that has been experienced in the 
development of other types of complicat- 
ed machine facilities, but atomic power 
plants will not begin to furnish a sub- 
stantial part of the nation’s total power 
supply until they are able to produce 
energy at costs that are generally com- 
petitive with steam-electric power costs,” 
Stueck said. 


Although present trends indicate a 
doubling of the nation’s power require- 
ments every ten years, said Stueck, it 
appears unlikely that this rate will con- 
tinue indefinitely. He said the Federal 
Power Commission staff recently prepared 
an estimate of one billion kilowatts as the 
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total United States requirements in the 
year 2000. That is nearly seven times our 
present capacity. Regardless of whether 
these figures may be too high or too low, 
and even if they are reduced sharply, the 
total that remain are still astounding, the 
FPC commissioner said. He concluded: 


If these speculations on the power 
needed to implement our progress and 
on the way that power may be provided 
seem somewhat fanciful and _far- 


fetched, let us remember that they are 
not more fantastic than the things 
which we are doing today would have 
seemed to people only fifty years ago. 


Certainly, Stueck said, the atom will 
supply a large and increasing part of our 
future power requirements. “It is also 
possible that wind power will be used ex- 
tensively by that time and perhaps the 
power of the sun and the tides will also 
be harnessed to help drive our machines.” 





Irish Plant Extracts Power from Milled Peat 
(See Frontispiece, page 18) 


HE Ferbane generating station is the 

first of its kind in Ireland. In fact, 
the only other similar power station in the 
world is operated by the Soviets in Rus- 
sia. So reports a bulletin of the Irish De- 
partment of External Affairs, which also 
relates that, based on the annual consump- 
tion of 500,000 tons of milled peat, the 
Ferbane station will produce 240 million 
units of electricity each year with its 
three 25,000-kilowatt steam turbo alter- 
nator sets. 

The peat used is similar to turf mold in 
appearance. It is scraped off the surface 
of a number of bogs near the plant. A 
narrow-gauge railway delivers the peat to 
the station, in cars holding about five tons 
each, where it is transported by conveyors 
either to a stockpile or direct to the bunk- 
ers. Because of the high moisture content 
of peat, ranging from 40 to 60 per cent, 
it must be dried before burning. There- 
fore, before it is pulverized, all but 25 per 
cent of its moisture is removed. 

Milled peat is then blown into the com- 
bustion chambers of three boilers, each of 
which can provide 220,000 pounds of 
steam per hour. 

When the station’s three sets are on full 
load, about 80 million gallons of water a 


day are required to operate the con- 
denser. As it is not possible to obtain such 
a large quantity of water from the adjoin- 
ing Silver river, it is necessary to reduce 
the temperature of the water returning 
from the condensers by means of two 
cooling towers. These towers are 266 feet 
high and have a diameter of 186 feet. Ap- 
proximately one per cent of the water cir- 
culated through the towers is lost through 
evaporation and this is replaced by water 
pumped from the Silver river. 

The power generated at Ferbane is sent 
into the national transmission grid after 
its outdoor transformer station raises the 
voltage from 10,500 to 110,000 volts. 


wo more milled-peat power stations 

are planned by Ireland’s Electricity 
Supply Board. Completion of one is 
scheduled for 1960, the other for 1962 or 
1963. 

There are now seven turf-burning pow- 
er stations operating in Ireland which ac- 
count for at least 30 per cent of the na- 
tion’s total annual output of electricity. 

Sod peat has been used to produce pow- 
er in Ireland for a number of years! The 
switch to milled peat was initiated with 
the advent of the Ferbane station. 





JANUARY 1, 1959 





—_—_ 


a 


The March of 
Events 


Illinois 


Rate Boost Bid Opposed 


N™ large industrial companies have 
sought permission from the Illinois 
Commerce Commission to intervene as 
objectors to the $1,130,000 rate increase 
proposed by the Union Electric Company, 
which represents a 6.78 per cent increase, 
it was said. 

Pointing out that the increase was the 
first asked for since 1953, Union Electric 
President McAfee testified at a hearing 
that his company was impelled to ask for 


the increase because higher operating costs 
could not be offset by efficiency. He said 
mounting costs have made it impossible to 
provide a fair return to stockholders and 
to attract additional capital to finance ex- 
pansion of facilities. 

Others testifying at the hearing de- 
clared that present net operating revenues 
provide a rate of return of 4.34 per cent 
of the fair value in Illinois. They said the 
proposed rates would result in a return of 
5.02 per cent on fair value. 


New Hampshire 


Case to Supreme Court 
N™ HAMPSHIRE’S supreme court has 

been asked by the state to set aside 
an order of the public utilities commission 
which would enable Public Service Com- 
pany of New Hampshire to make any rate 
increase the commission might grant 
retroactive to October Ist. 

The company had asked the commission 
to approve an increase in its electric rates 
which would produce $664,000 more rev- 
enue per year. 

The commission issued an order on 
September 30th making the current rates 


JANUARY 1, 1959 


charged by the company “temporary” 
rates, an action taken in response to a re- 
quest by the utility that the commission 
establish temporary rates pending the 
commission’s final decision. 

The state attorney general’s office in- 
terpreted this action to mean that, if the 
permanent rate decision should grant the 
company higher rates, the utility would 
then be able to make the increased rates 
retroactive to October Ist. To forestall 
this, the state has asked the high tribunal 
to dismiss the order as “illegal” and not 
in the public interest. 
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THE MARCH OF EVENTS 


New 


Rate Boost Suspended 
Figg spe rate increase of $36.4 mil- 

lion sought by the Public Service 
Electric & Gas Company has been sus- 
pended until March 15th by the state 
public utilities commission. The asked-for 
rate hike included $21.4 million in electric 
revenues and $15 million in higher gas 
rates. 

The commission ruled in ordering the 
suspension that the petition for the in- 
crease constituted an amendment to a 
previous application in which only an in- 


Jersey 


crease in gas rates was asked for and 
therefore was actually a new case. Conse- 
quently the PUC suspended the effective 
date of both increases until a hearing can 
be held. 

Public Service Electric & Gas also has 
an application before the commission ask- 
ing for a temporary increase of $10 mil- 
lion in gas revenues. Richard J. Hughes, 
Joseph P. Dunn, and Arthur J. Sills, state 
rate counsel, went on record as being un- 
alterably opposed to any increase in gas 
rates. 


New Mexico 


Statute Ruled Unconstitutional 
i ies New Mexico supreme court de- 

clared a state statute unconstitutional 
that provided for reimbursement to util- 


‘ ities of the costs of relocating facilities 


due to federal-aid highway construction. 
The court stated that the legislation vio- 
lated the state Constitution’s ban on dona- 
tion of state funds in aid of private cor- 
porations. However, four other states 
have construed similar statutes to be con- 
stitutional: Maine, Minnesota, New 
Hampshire, and Pennsylvania. Also in 
Idaho and Texas, lower court decisions 


have upheld the constitutionality of such 
legislation. 

In the New Mexico case it was stated 
that it is not enough that such a donation 
of public funds will be used to serve a 
public purpose. The court insisted that 
“If this were the criterion by which the 
validity of an appropriation of public 
funds would be measured, there would 
hardly be any limit upon the right of state, 
county, city, or school districts to appro- 
priate money to a private corporation.” 
A rehearing was sought on the case in the 
New Mexico supreme court. 


Ohio 


Rate Boost Needed 


a order to slow down a decline in earn- 
ings, the Columbus & Southern Ohio 
Electric Company has applied to the state 
public utilities commission for a rate in- 
crease in the city of Columbus and the un- 
incorporated areas of Franklin county. 
The amount needed to offset in part 
the very substantial increase in cost of 
labor, coal, and taxes is a gross revenue 
of $3.4 million, which will give the com- 


pany a net income after taxes of $1.6 
million. 

Although a provision of the charter of 
the city of Columbus requires that any 
change in public utility rates be submitted 
to the vote of the electors of the city and 
must be approved by a majority of those 
voting, this procedure would require many 
months of delay, the company stated. And 
since the unincorporated areas did require 
approval by the public utilities commis- 
sion, it felt that both rate increases could 
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be obtained simultaneously within a rea- 
sonable length of time by action of the 
commission. 

On a residential 250 kilowatt-hour bill, 
the new rates would cost the customer 


95 cents more. Minimum bill for 20 kilo- 
watt-hours would be $1.50 under new 
rates instead of $1. New rates would ac- 
tually cost users of 400 kilowatt-hours a 
month $3 less. 


Pennsylvania 


Rate Rise of 10 Per Cent Asked 


aaa Licut & Heat Com- 

PANY of Pittsburgh has asked 
the public utility commission for a $6.4 
million annual rate increase, which repre- 
sents a 10.5 per cent raise. 

The company was allowed a $1,490,000 
increase in September of 1957 and an ad- 
ditional boost of $3,071,092 in February 
of 1958. 

The new increase sought by Manufac- 
turers would add roughly $1.91 to the av- 
erage residential heating customer and 81 
cents to that of the average nonheating 
resident. The company wants to put the 
new increase into effect on January 14, 


1959. However, it is likely that the PUC 
will postpone this action pending a de- 
tailed study and public hearing. 

The city of Pittsburgh law department 
will review the latest request of the utility 
for an increase. 


Rate Boost Requested 


HE Peoples Natural Gas Company 

has petitioned the Pennsylvania 
Public Utility Commission to grant it 
a $2.8 million annual rate increase. This 
5 per cent rate increase request followed 
by two weeks the request filed by Manu- 
facturers Light & Heat Company for an 
annual increase of $6.4 million. 


Utah 


FPC Ad Proposal Resisted 


ieee public service commission has 
declared its opposition to a Federal 
Power Commission proposal under which 
“institutional” advertising by private 
power companies would be limited. In- 
vestor-owned power companies have been 
using institutional ads in which they 
criticized the expansion of public power 
projects, claiming that such federally 
financed endeavors have a tax advantage 
over private business. 

Private utilities have been charging ad- 
vertising costs as part of their operating 
expenses and this practice is now ques- 
tioned by the FPC. Utah Commission 
Chairman Hal S. Bennett said that if the 
federal agency prevents power companies 
from including advertising costs in their 
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operating expenses it would “curtail the 
right of free speech.” In a letter to the 
FPC, the commission’s position was out- 
lined, part of which said: 


It is unfair for a regulatory commis- 
sion to deprive investor-owned utilities 
of the privilege of bringing facts con- 
cerning public power competition to 
their customers while their competitors 
(tax-supported utilities) are free to 
carry on advertising and other similar 
programs unrestricted. 


The Utah commission, the letter added, 
had considered the problem and “has de- 
termined that Utah Power & Light Com- 
pany is not only entitled to but should 
meet competition of publicity, promotion, 
and advertising on the part of proponerts 
of government power.” 





Progress 
of 





Regulation 


Trends and Topics 


Expense Allowance for Acquisition Adjustment 


6 fe question has arisen in some cases whether an amount paid for public 
utility plant in excess of the cost to the original owner, treated as an acqui- 
sition adjustment, should be amortized as an operating expense. The Alabama 
commission recently allowed such an item as an operating revenue deduction 
consistent with its past policy (25 PUR3d 257). 

The Kansas commission, however, did not permit a gas company to charge 
to operating revenues the amount of amortized acquisition cost adjustment 
arising from the purchase of properties of another company. The commission 
required the adjustment to be amortized over a period of thirty years as an 
expense to be borne by stockholders (25 PUR3d 381). 

(The relationship between plant acquisition adjustments and the rate base 
is discussed in the ForTN1IGHTLY, October 25, 1956, page 721.) 


Objection to Allowance 


The background for the controversy is explained by a Pennsylvania court, 
which referred to the fact that both the Federal Power Commission and the 
state commission had adopted similar requirements as to accounting for the 
difference between original cost and acquisition cost. But the Federal Power 
Commission had directed that plant acquisition adjustments be written off as a 
disposition of income, while the Pennsylvania commission had directed amorti- 
zation as “operation expense.” Then the state commission allowed this expense 
for rate making. 

The court reversed the commission, holding that payments in excess of 
the original cost of utility property could not be charged to operating expense 
in a rate proceeding since the excess amount represented strategic or pre- 
emptive value in anticipation of increased earning power and, if not realized, 
should be charged to the stockholders (7 PUR3d 609). A dissenting judge 
said that elementary principles of equity and justice require allowance of 
amortization of depreciable investment when acquisition has been approved 
by the commission and transfers result in benefits to customers. 

The public, according to the Missouri commission, should not be required 
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to bear the expense of amortization of the difference between the purchase 
price of property and its original cost, where the purchase price exceeded its 
valuation determined on the basis of reproduction cost depreciated and the 
only way the purchaser could expect to earn a fair return upon its investment 
would be for the commission to allow a return based upon an amount sub- 
stantially in excess of original cost and reproduction cost depreciated (54 
PUR NS 105). 

The New Mexico commission was of the opinion that acquisition cost ad- 
justments, if subject to amortization, should not be considered as an operating 
revenue deduction (12 PUR3d 268). 

The New York commission took the position that a charge representing 
amortization of the amount in excess of the price which a gas company was 
permitted to place on its books for property purchased should not be charged 
to operation (45 PUR NS 374). 

According to the Louisiana commission, the amortization of an electric com- 
pany’s plant acquisition adjustments through charges to operating revenue 
should not be commenced when the predecessor company’s original cost and 
reclassification study has not been made and the existing company, resulting 
from mergers, has not reached a stage of integrated operation sufficiently ad- 
vanced to permit both amortization of integration costs and satisfactory rate 
reductions (69 PUR NS 10). 

The Kentucky commission did not allow Southern Bell Telephone & Tele- 


graph Company to amortize plant acquisition adjustment, being the excess of 
purchase price over original cost of plant acquired by the company, on the 
ground that it was a nonrecurring item (88 PUR NS 1). The same commis- 
sion, however, allowed as an operating expense an amount by which Kentucky 
Telephone Corporation’s plant acquisition adjustment was being amortized on 
an annual basis where the plant acquisition adjustment was included in the 
company’s net investment rate base (91 PUR NS 507). 


Approval of Allowances 


The Arkansas commission approved an allowance for amortization of the 
unamortized portion of gas plant acquisition adjustment when such balance 
was allowable in the rate base. It appeared that this item represented the differ- 
ence between the price paid by a natural gas company in arm’s-length transac- 
tions and the original cost of the property to the party first devoting it to 
public service, which amount had not been recouped from excess earnings from 
utility operations (10 PUR3d 407). The rate order was reversed on other 
grounds (18 PUR3d 13). 

In another case the Arkansas commission approved such amortization but 
ordered an electric company to defer further amortization until studies had 
been made to the end that equitable allocation of this expense could be made 
to all classes of customers (13 PUR3d 1). The commission referred to the 
Pennsylvania court decision mentioned above (7 PUR3d 609) and expressed 
the opinion that the dissenting opinion set forth the basis for a sounder regu- 
latory practice. 
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The Virginia supreme court affirmed an order of the commission (9 PUR3d 
225) authorizing an increase in rates where the commission had allowed as an 
operating expense the amortization of plant acquisition adjustments. The in- 
vestment was said to have been made prudently as a result of arm’s-length 
bargaining. The court said this was in accord with the rule adopted by other 
utility regulatory commissions (8 PUR3d 120). 

Amortization has been allowed in California (6 PUR3d 161, affirmed in 
10 PUR3d 345), Georgia (8 PUR3d 487), Michigan (88 PUR NS 15), Utah 
(95 PUR NS 390), and Wisconsin (85 PUR NS 401). 





Review of Current Cases 


Service Agreement Does Not Bar Filing of Rate Changes 
Under Natural Gas Act 


A NATURAL gas company may file rate 
changes under § 4 of the Natural 
Gas Act when it supplies gas under a serv- 
ice agreement providing for payment un- 
der the seller’s rate schedule, “or any ef- 
fective superseding rate schedules on file 
with the Federal Power Commission.” 
This is distinguishable from the filing of 
a change in a specific rate established by 
contract for a stated period of time. The 
Supreme Court made this ruling in re- 
versing a court of appeals decision in 
Memphis Light, Gas & Water Division v. 
Federal Power Commission (1957) 21 
PUR3d 209, 250 F2d 402, which had 
overturned the Federal Power Commis- 
sion decision in Re United Gas Pipe Line 
Co. (1956) 15 PUR3d 279. 


Decisions by FPC and Lower Court 


United Gas Pipe Line Company sup- 
plies service to other companies under a 
number of long-term service agreements 
made and filed with the commission. Each 
of these contains the condition that all gas 
delivered under the contract shall be paid 
for by buyer under the seller’s rate sched- 
ule or any effective superseding rate 
schedules on file with the Federal Power 


Commission. It is further provided that 
the agreement shall be subject to applica- 
ble provisions of such rate schedules and 
the general terms and conditions thereto 
and filed with the commission which are, 
by reference, made a part of the agree- 
ment. 

United, proceeding under § 4(d) of 
the Natural Gas Act, filed with the com- 
mission new rate schedules, together 
with supporting data, increasing its prices 
for gas. The commission ordered a hear- 
ing as to the propriety of the new rates 
and, except as to industrial service, sus- 
pended their effectiveness. The commis- 
sion then took evidence under § 4(e) and 
refused to reject the filings. 

The Supreme Court, in United Gas 
Pipe Line Co. v. Mobile Gas Service Corp. 
(1956) 350 US 332, 12 PUR3d 112, had 
ruled that United could not escape a con- 
tract obligation to furnish Mobile with 
gas at a single specified price for a term 
of years by unilaterally filing an increased 
rate schedule under § 4(d). The com- 
mission distinguished the Mobile decision 
on the ground that the contract there in- 
volved specified a single fixed rate which 
United was contractually foreclosed from 
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changing without the agreement of the 
purchaser. 

The court of appeals, in reversing the 
commission, regarded Mobile as estab- 
lishing that § 4 applies only to rate 
changes whose specific amount has been 
mutually agreed upon between a seller 
and purchaser and that where a purchaser 
has not so agreed, a rate change can be 
effected only by action of the commission 
under § 5 of the Natural Gas Act. The 
court held that the commission had no 
jurisdiction to proceed under § 4. 


Supreme Court Distingutshes 
Mobile Decision 


The contract before the court in the 
Mobile case, it was pointed out by the 
Supreme Court, required United to fur- 
nish gas to Mobile at a single fixed price 
of 10.7 cents per Mcf for a period of ten 
years. The contract contained no provi- 


sion for any different rate, or for chang- 
ing the agreed rate during the term of 
the agreement. The court ruled in that 
case that the Natural Gas Act gave the 
company no right to abrogate this un- 
qualified contract obligation and increase 
its price of gas by filing new rate sched- 
ules under § 4(d) subject to commission 
approval. United had contractually bound 
itself to furnish gas throughout the con- 
tract term at a particular price. 

The present service agreement, how- 
ever, was “vitally different from that in 
Mobile.” The contract bound United to 
furnish gas to these customers during the 
life of the agreement “not at a single 
fixed rate, as in Mobile, but at what in 
effect amounted to its” current going 
rate. Contractually, this left United free 
to change its rates from time to time sub- 
ject to the procedures and limitations of 
the Natural Gas Act. 

The record showed that United, in the 
filings at issue, had complied with all the 
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duties which § 4 imposed upon it, and 
there was nothing in this section which 
implied that § 4(d) and (e) procedures 
were applicable to the filing and review of 
only those rate changes whose amount 
had been agreed upon by the seller and 
buyer. The court could perceive no ten 
able basis of distinction between the filing 
of a rate in the absence of contract and a 
similar filing under an agreement which 
explicitly permits it. 


Public Interest in Regulation 


It seemed plain that Congress, in draft- 


| ing the Natural Gas Act, was not only 


expressing its conviction that the public 
interest requires the protection of con- 
sumers from excessive prices for natural 
gas, but was also manifesting its concern 
for the legitimate interests of natural gas 
companies in whose financial stability the 
gas-consuming public has a vital stake. 
Business reality, the court continued, de- 
mands that gas companies should not be 
precluded by law from increasing prices 
whenever that is economically necessary. 
Otherwise, procurement of vast sums nec- 
essary for maintenance and expansion of 
systems through equity and debt financ- 
ing would become most difficult. 


No Further Hearing Required 


The commission had found that the 
service agreements reserved to United 
the power to make rate changes as noted. 
The lower court had found it unneces- 
sary to decide that question. The Supreme 
Court thought it would be both unneces- 
sary and dilatory to remand the case to 
the court of appeals for consideration of 
that issue, which involves matters pecul- 
iarly within the area of the commission’s 
special competence and as to which the 
court could hardly be aided “by a further 
examination of the record by the court of 
appeals.” Neither suggested this course. 
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The court was satisfied that the com- 
mission’s determination as to the mean- 
ing of the service agreements was amply 
supported both factually and _ legally. 
There was no necessity to embark upon 
a detailed discussion of the various con- 
tentions made by the parties, none of 
which appeared to have been overlooked 
or misapprehended by the commission. 
The Supreme Court held that the court 
of appeals was in error in concluding that 
in the circumstances of this case United 
could not proceed to change its rates by 
filing under § 4(d) of the statute. 


Dissenting Opinion 
Justice Douglas, with the concurrence 


of Chief Justice Warren and Justice 
Black, expressed the opinion that this de- 
cision marked “a retreat” from the hold- 
ing in the Mobile case. Moreover, taking 
a different view than the majority of the 
court, he said that the construction adopt- 
ed by the court made a shambles of the 
Natural Gas Act so far as consumer in- 
terests are concerned and that “they are 
the ones the act was designed to protect.” 
He did not recognize the public interest 
in the financial stability of natural gas 
companies, mentioned in the majority 
opinion. United Gas Pipe Line Co. et al. 
v. Memphis Light, Gas & Water Divi- 
sion et al. Nos. 23, 25, 26, December 8, 
1958. 


New Telephone Services Authorized 


I’ separate applications to the Nebraska 


commission, Northwestern Bell Tele- 
phone Company obtained permission to 
establish several new services. 

One such service is push-button tele- 
phones with three different types of sys- 
tems. Assembly A provides for nine sta- 
tion numbers with additional station num- 
bers available at an installation charge of 
$15 for the first additional number. As- 
sembly B is the same as Assembly A but 
with the addition of privacy, conference 
arrangements and equipment for both 
visual and common audible signals. As- 
sembly C is the same as Assembly B but 
with the addition of busy tone and camp- 
on arrangements. 

In exchanges where extended area 
service is provided, the company was 
authorized to offer such service without 
toll charge, while allowing a subscriber 


to elect instead to use toll facilities and 
pay the regular toll charge. 

The commission approved a new serv- 
ice offering of a special reverse charge 
toll service, which is an arrangement pro- 
viding a special directory listing with a 
special telephone number in a foreign di- 
rectory, and which provides for revising 
the charges for all calls to the special 
number and billing them as sent paid tele- 
phone calls. 

Finally, the company was permitted to 
revise its tariff provisions covering col- 
ored hand telephone sets so that when a 
subscribers using a colored handset in any 
Bell system exchange moves to a new ad- 
dress in a Northwestern exchange, a col- 
ored handset will be placed at the new lo- 
cation without an installation charge. Re 
Northwestern Bell Teleph. Co. Applica- 
tion Nos. 21550-21553, October 31, 1958. 
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Application of Motor Carrier Law to Pipeline 
Carriers Is Limited 


HE Nebraska supreme court has up- 
held an order of the commission 
granting a certificate of public conven- 
ience and necessity to a pipeline company 
to construct, operate, and maintain a 
pipeline gathering system. Other pipeline 
companies had protested issuance of the 
certificate, and a company appealing from 
the order contended that laws relating to 
motor carriers had been made applicable 
to certificates for pipeline common car- 
riers. The statutes relating to motor car- 
riers had been to some extent incorporated 
into the law regulating pipeline carriers. 
The court, however, said that where the 
attempt is made to incorporate parts of a 
former law into one that is being present- 
ly made, the language used should be 
such as to indicate with a reasonable de- 
gree of certainty what was in the legis- 
lative mind. A careful and intelligent 
reading of two acts should be sufficient to 
indicate to the reader what parts of the 
old law were applicable to and were in- 
corporated in the new. 
The objecting pipeline company took 
the position that it was a common carrier 


& 


already in the field and had a prior and 
necessarily exclusive right to extend its 
existing pipelines to serve the fields in- 
volved. It argued that the new company 
had not met the requirements as to cer- 
tificates of public convenience and neces- 
sity set out in the provisions of the Mo- 
tor Carrier Act. 

The court, in distinguishing motor car- 
rier regulation and pipeline regulation, 
said that transportation of petroleum 
products is clearly a specialized kind of 
transportation. It does not involve car- 
riage by motor vehicles using the public 
highways. Problems of motor vehicles as 
common carriers are not presented. Ex- 
cept in so far as a pipeline may be in or 
across a public highway, its existence 
presents no use of a highway problem. It 
presents no problem of regular or irregu- 
lar routes or deviation of routes. Its pa- 
trons are few and known. Its problems, in 
so far as they relate to shippers and the 
public, are relatively simple in compari- 
son with problems presented by motor 
carriers. Re Toronto Pipe Line Co., Dal- 
las, Texas, et al. 92 NW2d 554. 


FCC Reverses Radio Station Authorizations in 
View of Consent Decree 


HE Federal Communications Com- 

mission on December 3, 1957, grant- 
ed without hearing applications of the 
Connecticut Water Company for author- 
izations in power radio service to cover 3 
base transmitters and 12 mobile trans- 
mitters. The commission on December 
16, 1957, granted, without hearing, appli- 
cations of Wooldridge Bros., Inc., for 
authorization in the Citizens Radio Serv- 
ice to cover 15 radio transmitters. 
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Now, after considering protests, the 
commission has reversed these authoriza- 
tions and denied the applications. This 
action was based upon a conclusion that 
lease-maintenance arrangements between 
the Southern New England Telephone 
Company and the Connecticut Water 
Company and Wooldridge Bros., Inc., 
were in violation of a consent decree in 
United States of America v. Western 
Electric Co., Inc., and American Tele- 
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phone and Telegraph Co., Civil Action 
No. 17-49, entered January 24, 1956, in 
the federal district court for the district 
of New Jersey. 


Question of Subsidiary Relationship 


The question of whether lease-mainte- 
nance arrangements are violative of the 
terms of the consent decree, said the com- 
mission, is mainly dependent upon a de- 
termination of whether Southern is a 
subsidiary of AT&T within the terms of 
the consent decree. If Southern is a sub- 
sidiary within the meaning of the decree, 
then certain proscriptions of the decree 
are applicable to it. 

The consent decree enjoins AT&T from 
engaging, either directly or indirectly 
through its subsidiaries, other than West- 
ern Electric Company and Western’s 
subsidiaries, in any business other than 
the furnishing of common carrier com- 
munications services; provided, however, 
that this prohibition shall not apply for a 
period of five years from the date of the 
final judgment to leasing and maintaining 
facilities for private communications sys- 
tems, the charges for which are not sub- 
ject to public regulation, to persons who 
are lessees from the defendants or their 
subsidiaries of such systems, forty-five 
days after the date of the final judgment. 

Portions of the consent decree provide 
that Bell operating companies shall mean 
the twenty-two corporations listed in an 
appendix, any other subsidiaries of the 
defendants engaged in furnishing com- 
mon carrier communications services, and 
the respective subsidiaries and successors 
to each of the foregoing. Companies of 
the Bell system, this provision continues, 
shall mean AT&T, Western, their subsid- 
iaries, and the Bell operating companies. 
Southern New England Telephone Com- 
pany is included in the twenty-two corpo- 
rations listed in the appendix. 


The commission considered and dis- 
cussed at length differing views as to the 
term “subsidiaries” and to the inclusion 
of Southern among the twenty-two cor- 
porations listed as Bell operating compa- 
nies. The commission then reached the 
conclusion that Southern was a “subsid- 
iary” covered by the consent decree. 

Southern argued that the term “sub- 
sidiaries” was to be read only in its “plain 
and ordinary meaning” of a company 
controlled through majority stock own- 
ership. Only 21.46 per cent of Southern’s 
voting stock is owned by the American 
Telephone and Telegraph Company. This 
contention was rejected. The commission 
ruled that Southern was considered as 
coming within the terms and prohibitions 
of the decree. It was said to be apparent 
that arguments centering around the 
meaning of subsidiary, if accepted, would 
defeat the obvious intendments of the de- 
cree, for there would then exist situations 
of inapplicability of vital portions of the 
decree which would be patently contrary 
to the decree considered in its whole. 


Extensions of Existing Systems 


The commission also considered the 
question whether lease-maintenance ar- 
rangements with Connecticut were per- 
missible under the section of the decree 
relating to the 45-day period. Southern 
stated that the lease-maintenance arrange- 
ment with Connecticut was executed in 
1955, and that Connecticut’s private mo- 
bile radio system was originally licensed 
in that year. It was urged that the au- 
thorizations granted by the commission 
to Connecticut in 1957 were for the addi- 
tion of facilities which were integrated 
with the existing system. 

The commission said that no extended 
discussion was necessary with respect to 
the fact that Connecticut did not acquire 
rights under the lease-maintenance con- 
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tract until July 23, 1957, the date when investment in this particular lease-main- 
requests were granted to assign or trans- tenance activity would violate the decree. 
fer the license for a certain radio station Any additional equipment and mainte- 
as the result of a merger. Connecticut did nance needed by a licensee for the en- 
not enter into a new lease-maintenance larged or extended portion of its private 
arrangement with Southern, but operated communications system may be obtained 
as a successor organization. from sources other than Southern by 

The commission, however, did not lease or purchase as appropriate or de- 
think any purpose would be served in sired. The commission found no merit 
holding that the consent decree became ap- in a contention that additions to the radio 
plicable merely because the successor in in- system were directly integrated with the 
terest came into existence at a date more operation of the existing system. Re Con- 
than forty-five days subsequent to the necticut Water Co. et al. Docket Nos. 
date of the final judgment. But it held 12323, 12324, File Nos. 7713-IW-P/L-M 
that to permit Southern to increase its et al. December 4, 1958. 


e 


Time Limit in “Grandfather Clause” 
Held Mandatory 


KENTUCKY appeals court ruled that a ing between the two cities. In response to 
“grandfather clause” authorizing the applicant’s question whether, in case 
motor carrier certificates as a matter of of merger, he could carry on local cartage 
right upon application before a specified under a common carrier certificate with- 
date was mandatory as to such a time out obtaining local cartage authority, com- 
limit. mission officials had given a series of con- 
The court affirmed a lower court judg- flicting opinions. 
ment which set aside a commission order The court rejected a contention that 
granting a certificate under the grand- such conflicting opinions gave rise to an 
father clause upon application filed sev- estoppel or created equities in the appli- 
eral months after the statutory date. The cant’s favor with respect to the late ap- 
commission had taken the view that the plication. On the contrary, said the court, 
statutory language should be liberally the different views expressed by the com- 
construed to preserve the rights of the mission officials should have put the ap- 
carriers affected. plicant on notice that the safe thing to do 
The applicant in this case carried on was to file timely application for local 
local cartage operations in Louisville and cartage authority. Lambert Transfer & 
Covington and was considering a merger Storage Co., Inc. v. Banner Transfer Co. 
with a common carrier truck line operat- et al. 315 SW2d 629. 


4 
Railroad Properly Assessed Entire Cost of 
Crossing Signals 


anes of substantial traffic at a cidents, was sufficient to justify a commis- 
grade crossing, together with obstruc- sion order requiring a railroad to install 
tion to view and a history of crossing ac- electrically operated flashing warning sig- 
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nals, the Arizona supreme court ruled. 

The court also sustained a requirement 
that the railroad bear the entire cost of 
the installation, rejecting a contention that 
an interpretation of a statute which places 
the entire cost of crossing protection on 
the railroad, without reference to its rea- 
sonableness, makes the statute unconstitu- 
tional and a burden on interstate com- 


HE circuit court of Madison county, 

Illinois, reversed an order of the IIli- 
nois commission (22 PUR3d 358) grant- 
ing a rate increase of 473 per cent to the 
Alton Water Company. It said that on 
the basic facts accepted, but with inade- 
quate evidence and an arbitrary method, 
under the law, the reproduction cost fig- 
ure could not be approved. The court also 
disagreed with the commission’s allow- 
ances for working capital and return. 


Reproduction Cost 


The court pointed out that in Illinois, 
computations of present fair value must, 
among other things, include considera- 
tion of reproduction cost as well as orig- 
inal cost, each to be given such weight as 
is right and just in each case. The com- 
mission had allowed over a million dollars 
for general overheads. The court believed 
that this figure, derived not from dollars 
even by estimate but from flat percent- 
ages, was largely conclusions, unsupport- 
ed by any detail. 

It was, according to the court, mainly 
composed of nebulous “preliminary, or- 
ganizations . . . omissions and contingen- 
cies” and of legal, engineering, and other 
items wholly unexplained and quite likely 
duplicated in a service contract with one 
of the company’s affiliates. It came to 15 


= 


Rate Order Reversed for Defective Findings As to Reproduction 
Cost, Working Capital, and Return Allowance 


merce. Whether such costs shall be appor- 
tioned or placed solely upon the railroad 
is purely legislative, the court observed. 
The fact that buildings which obstructed 
motorists’ view at the crossing were not 
railroad property was held to be immate- 
rial to the validity of the order. Southern 
P. Co. v. Arizona Corporation Commis- 
sion et al. 329 P2d 883. 


per cent of the total reproduction cost 
new. The court said that acceptable as 
overheads may be as a matter of law, an 
unjustified rate base component of such 
consequence could not be condoned or ac- 
cepted. 


Depreciation Deduction 


The court also disagreed with the de- 
preciation deduction. This figure was 
reached on the appraisal of engineers 
through inspection and estimates of con- 
dition. The court questioned this figure 
for several reasons. First, 40 per cent of 
the plant was underground and could 
not be inspected at all. Second, the water 
service had been found to be inadequate. 
Third, it was at gross variance with the 
result ascertainable by the straight-line 
method. 

The court said that the straight-line 
depreciation method may not guarantee 
precision in any one year, but that it is “‘at 
least as accurate as inspection of a plant 
which is 40 per cent underground. 


Working Capital 


The working capital allowance con- 
sisted to a large extent of cash. The court 
concluded that the cash portion of the al- 
lowance was not needed, for there was 
available at least the amount allowed in 
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earnings earmarked for taxes but on hand 
for use as working capital, because, while 
accrued it would not need to be paid until 
the following year. The court said that as 
a practice working capital may be al- 
lowed, but is generally not allowed when 
tax moneys deferred are on hand. 


Net Revenue 


The commission was held to have com- 
mitted error in allowing as an operating 
charge accrued annual federal income 
taxes actually deferred under § 167 of 
the Internal Revenue Code, and in failing 
to consider revenue available by reason 
of changes from flat to metered rates and 
through improved meter maintenance. 
Referring to the deferred income taxes 
under the accelerated depreciation meth- 
od, the court said that consumers charged 
with actual expense should have the bene- 
fit of a profitable deferment. 

Unde: a previous order the company 
should have checked 10 per cent of its 
meters each year but it had failed to do so 
in recent years. In the test year it checked 
substantially more meters and this re- 
duced pumped but unbilled water by over 
74 million gallons, thus resulting in a 
substantial saving. Such a matter, said 
the court, cannot be ignored. 


Return Allowance 


The commission had allowed a return 
of about 5.6 per cent. Evidence indicated 
that the company had a capital stock in- 
vestment of about one-fifth, with the re- 
maining four-fifths of plant having been 
acquired from capital borrowed at rates 
considerably lower than this rate of re- 
turn. 

The court found that at the proposed 
and allowed rates, after paying all costs 
and taxes and the interest on debt and 
preferred stock dividends there would 
be available for distribution to stockhold- 
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ers slightly over 17 per cent of capital 
stock investment. 

The company argued, however, that 
this point was precisely the interest-plus- 
dividends theory of return condemned by 
Illinois courts, and that a fair return on 
fair value is required, regardless of the 
effect on the amount distributable to 
stockholders. 

The court pointed out that the rates in 
effect under the commission order are 
473 per cent higher than the company’s 
rates since 1952, and 106.5 per cent high- 
er than those in 1951. It said that if such 
an increase were needed to meet expenses 
and to pay a reasonable return, they might 
be justified, but that when the return on 
investment is 17.137 per cent such a de- 
mand on consumers might be unwarrant- 
ed. It concluded that the return allowed 
was unnecessary from the investors’ 
standpoint and unwarranted from the 
consumers’, and, therefore, not just and 
reasonable as required by statute. 


It was noted that the company serves 
a commodity which people cannot live 
without and that it has a state-guaranteed 
monopoly far beyond comparison with 
that of transportation, communication, 
and other regulated businesses. Further- 
more, said the court, it was operating in 
a community that is prosperous, growing, 
and stable. The company has consistently 
paid dividends and added to surplus. In 
such a business, investors “cannot expect 
either high or speculative dividends,” 
said the court, although the dividends 
should be high enough to induce the in- 
vestment of capital in the business. A re- 
turn need not produce three times the na- 
tional average dividend, as was the case 
here. In view of these holdings other 
matters of rates and procedure raised by 
the record were not decided. City of Al- 
ton et al. v. Illinois Commerce Commission 
et al. No. 58-L-66, October 24, 1958. 
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Property Designed for Peak Demand Included in Rate Base at 
Full Value although Not Operated at Full Capacity 


HE Indiana commission, in granting 

the Indianapolis Water Company a 
rate increase, considered the argument 
that certain units of property should be 
treated as partially used and useful in fix- 
ing a rate base. It was contended that if 
a unit was not operating at its full capac- 
ity, it should not be considered 100 per 
cent used and useful and that used and 
usefulness should be determined upon the 
percentage that a particular unit would 
be operating as related to its full operat- 
ing capacity. 

The commission said that in consider- 
ing such an argument it must concern it- 
self with the operating demands placed 
upon the property of the company in- 
volved and whether or not a unit of prop- 
erty in service is actually needed to ren- 
der reasonable and adequate service to 
the public. It rejected the argument, 
pointing out that the company must de- 
sign and engineer its property in order to 
meet the peak demands of the public. If 
such peak demands require a 20-inch 
main in a particular area and the average 
demand by that area would require only 
a 10-inch main, it is quite obvious what 
the result would be to the public served 
if the company should only install a 10- 
inch main. 

In this case there was no evidence to 
indicate that the company had departed 
from sound engineering practice and 
overbuilt its utility properties. The com- 
mission held that a unit of property can- 
not be partially used and useful. There- 
fore, it included the property at its full 
value despite the fact that it was operat- 
ing at less than its full capacity. 


Public Fire Protection Service 


The city of Indianapolis successfully 
claimed that the charges proposed to be 


made for public fire protection service 
were too high. The rates for such service 
were paid by municipalities on the basis 
of a charge for each hydrant and for each 
inch-foot of water mains supplying such 
service. The commission said that while 
this system of charging has several desir- 
able features not found in rates based on 
hydrants alone, it is more complicated and 
in some instances results in an improper 
allocation of costs. 

Many of the company’s mains furnish- 
ing fire protection service to the city of 
Indianapolis and other municipalities ex- 
tend through Indianapolis and must nec- 
essarily be of sufficient size to carry wa- 
ter to the towns. As a result, under the 
inch-foot method of billing, Indianapolis 
pays a greater amount than would be the 
case if it alone were being served. 

A public fire protection charge for mu- 
nicipalities based upon hydrants alone, 
besides being simpler to administer, 
would eliminate this inequity. The com- 
mission concluded, therefore, that the 
public fire protection charge to be paid by 
each of the municipalities should be based 
upon the number of hydrants located 
within each municipality. 


Rate Base Factors 


The commission discussed the statutory 
“yardstick” used in determining whether 
or not utility rates are just and reason- 
able. It said that it must first determine 
the fair value of all the property actually 
used and useful for the convenience of 
the public and that it shall provide rates 
sufficient to pay the utility a fair return 
upon such fair value. In order to give ef- 
fect to the will of the legislature the com- 
mission examined evidence on the cost of 
the property, information in possession of 
the state board of tax commissioners or 
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any local authorities, and reproduction 
cost at current prices less depreciation. 
It also gave weight to the reasonable 


€ 


cost of bringing the property to its pres- 
ent state of efficiency. Re Indianapolis 
Water Co. No. 27458, August 22, 1958. 


Right to Service from Main Installed by 
Construction Company 


HE California commission entered 

an interim order directing a water 
company to attempt to renegotiate a con- 
tract with a construction company con- 
cerning service of water through pipes 
installed by the latter. This was done 
with a view towards furnishing water to 
an applicant or any other user who might 
be in the area. 

The applicant for service owned or 
controlled vacant lots on which he intend- 
ed to build homes. Water mains in streets 
in front of some of the lots had been put 
in by a construction company, and water 
was going through the mains. The water 
was furnished by the water company. 
These mains had been constructed under 
an agreement that water would be sup- 
plied exclusively to the properties devel- 
oped by the construction company until 
May of 1959, at which time the mains 
would be turned over to the water com- 
pany. The water company was willing to 
serve under its main extension rule 
whereby the applicant would pay for all 
pipe extensions over certain amounts des- 
ignated in the rule, or it was willing to 
serve the applicant through these mains, 


2 


provided it could be relieved of any liabil- 
ity under the existing contract with the 
construction company. It was the posi- 
tion of the construction company that it 
paid the expenses of installing these mains 
and that the applicant did not participate 
in these expenses. 


Conflict between Contract and Utility Law 


This matter, said the commission, 
raised a conflict between the effect of a 
private contract and basic utility law. 
However, under basic utility law the util- 
ity must serve all who apply. If the utility 
was serving water through these pipes, 
then it must serve this applicant or any 
others who might apply, providing it had 
sufficient water so to do. There was no 
question as to the amount of water in 
this proceeding. On the other hand, if the 
construction company was controlling 
the pipeline and directing who should re- 
ceive water therefrom, then that company 
was, in effect, “a de facto public utility 
operating without authority.” Munkeby 
v. County Water Co. Decision No. 
57641, Case No. 6154, November 25, 
1958. 


Classified Directory Listing of Lawyer’s Associates 
Beyond Commission Jurisdiction 


company for listing a subscriber’s asso- 
ciates in its classified directory. The as- 
sociates were not subscribers and the 
classified directory, except in so far as 


HE superior court of Pennsylvania 
affirmed an order of the Pennsylva- 
nia commission refusing to exercise ju- 
risdiction over charges by a telephone 
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standard-type listings furnished free to 
subscribers are concerned, is an advertis- 
ing medium and not a public service. 
Appellant, a lawyer engaged in active 
practice in Philadelphia, is a subscriber 
to the company’s service. His name ap- 
pears in its alphabetical directory and is 
also listed free of charge in standard type 
in its classified directory. The lawyer has 
two associates who regularly make use of 
his telephone. Their names are listed in 
the classified directory by virtue of a sep- 
arate contract unrelated to the company’s 
tariffs, which expressly exclude listings 
in the classified directory, and not by vir- 
tue of the subscriber’s telephone service 
contract. He took exception when the 
classified directory listing charge for the 
additional listings was increased. 


Advertising Factor 


In discussing classified directory list- 
ings, the court said that the element of 
advertising is present and that this fact 
has been recognized in that the printed 
portion of the directory listing contract 
is designated an “application for adver- 
tising.” The court said that as an adver- 
tising medium, the classified directory is 
similar to the sale of appliances or equip- 
ment by utilities, which are not within 
the jurisdiction of the commission. 

The court noted that listing in a direc- 
tory is subject to commission jurisdiction 
only to the extent that this is a part of 
the public utility service. Standard-type 
listings of business and professional sub- 
scribers in the classified directory is a pub- 
lic service because of dedication to public 
use, whereas listings of nonsubscribers is 
a private undertaking. 

It was considered significant that in 
this case the appellant was not complain- 
ing as a subscriber but as one who entered 
into a separate and private contract for a 
listing of his associates in an advertising 


medium, such contract being deemed pri- 
vate in nature. The court agreed with the 
commission that the associates, not being 
subscribers, were not entitled to the privi- 
leges relative to directory listings which 
are accorded subscribers, and that the 
company was not operating a public serv- 
ice in selling to a subscriber listings of 
the latter’s associates in the classified di- 
rectory. 


Dissenting Opinion 


Judge Rhodes, supported by Judge Er- 
vin, disagreed with the majority on the 
ground that its action would permit the 
company to render a substantial utility 
service to the public without restraint. He 
pointed out that the commission, admit- 
tedly, has jurisdiction over rates charged 
subscribers for telephone service, includ- 
ing the listing of subscribers’ names in 
both the alphabetical and classified direc- 
tories. It was also conceded that the 
commission has jurisdiction over rates 
charged subscribers for listings of addi- 
tional names in the alphabetical directory. 

To say, therefore, that the commission 
lacked jurisdiction over rates charged 
subscribers for additional listings in the 
classified directory was, according to 
Judge Rhodes, to “draw a distinction 
without a difference.” He believed that 
the listing of additional names in the 
classified directory is a public service. 
Furthermore, he did not believe that the 
designation of the listing contract as “‘ap- 
plication for advertising,” should control 
the question of public service. If it did, he 
said, it would supply a ready subterfuge to 
avoid regulation. 

Judge Rhodes further disagreed with 
the analogy drawn by the majority be- 
tween the classified directory and the com- 
petitive sale of appliances by utilities. He 
pointed out that the classified directory 
is virtually a noncompetitive service so- 
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licited from, and provided essentially to, 
users of telephone service. In many in- 
stances the alphabetical and classified di- 
rectories are inseparably bound together 
in the same volume. Other business and 
professional directories are compiled, and 


the listings solicited, under circumstances 
far different from those prevailing in the 
case of the classified telephone directory, 
in Judge Rhodes’ opinion. Felix v. Penn- 
sylvania Pub. Utility Commission, No. 
21, November 14, 1958. 


Transit Company Not Required to Promulgate 
Rule against Smoking on Buses 


HE Rhode Island supreme court dis- 
missed an appeal from an order of 
the public utility hearing board refusing 
to compel a transit company to establish 
and enforce a proposed rule relating to 
the suppression of smoking by passengers 
riding in its vehicles. In the opinion of 
the court, the board was warranted in 
finding that rules proposed were imprac- 
tical and unreasonable. Therefore, the 
court could not say that the decision was 
arbitrary, unreasonable, or unjust. 
The board had found that there was 
some smoking on buses and that the prac- 
tice was “reprehensible and unlawful.” 


A lady, complaining and proposing rules 
and regulations, contended that the board 
should have formulated some rule of its 
own even though it did not require the 
company to promulgate a rule suggested. 
The court said it did not pass upon a con- 
tention that the applicable law should be 
so construed because it was the court’s 
opinion that implicit in the decision of the 
board in the instant case was a finding 
that measures employed by the company 
for the suppression of smoking were rea- 
sonably adequate and effective. Stone v. 
Public Utility Hearing Board, 145 A2d 
204. 


Offenses of Motor Carriers Draw Penalties 


HE California commission imposed 
penalties upon motor carriers in sev- 

eral cases for their failure to observe min- 
imum rates. One carrier’s operating rights 
were suspended for five days because of 
substantial undercharges for hauling fro- 
zen fish, notwithstanding an unconfirmed 
allegation that the undercharges resulted 
from incorrect information obtained from 
an office of the commission. The burden 
is upon the carrier to obtain and apply 
the correct rates, it was pointed out. Re 
Batastini (Batastini Trucking), Decision 
No. 56788, Case No. 6040, June 4, 1958. 
Undercharging for hauling building 
materials brought a five-day permit sus- 
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pension for another carrier. In this in- 
stance, it appeared that the operator, find- 
ing the computation of charges somewhat 
difficult, allowed shippers to determine the 
amount which they should pay. Re Bush 
(Bush Trucking Co.), Decision No. 
56827, Case No. 6065, June 9, 1958. 

In a third decision, the commission 
ruled that undercharges did not result in 
a violation of a minimum rate tariff since 
a complete tariff had not been served upon 
the carrier as required by statute. Upon 
the issuance of the present permit, only 
amendments to a tariff furnished under a 
previous permit were served upon the 
carrier. This was held to be insufficient to 
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impose responsibility for the tariff. Re 
Conn, Decision No. 56847, Case No. 
6057, June 17, 1958. 

But a petroleum carrier could not es- 
cape its responsibility to publish a new 
tariff by claiming that it did not under- 
stand the commission’s language requir- 
ing such publication. However, good 
faith was apparently shown in that the 
carrier had amended its rates to conform 
to minimum rate requirements. Operating 
rights were suspended for only one day. 
The utility has the duty and the burden 
of ascertaining what a decision requires, 
said the commission. Re Moody, Decision 
No. 56773, Case No. 6050, May 27, 1958. 

A 60-day suspension of operating 
rights was imposed for failure of a car- 
rier to examine records for undercharges 
and for its failure to take steps to collect 
specified undercharges and make reports, 
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all as expressly ordered by the commis- 
sion. However, the penalty was condi- 
tionally suspended, in. view of the car- 
rier’s co-operative change of heart and 
also in view of the immaterial effect of 
the delay upon the end result of the order. 
Re Stong (Whitey Stong Trucking), De- 
cision No. 56991, Case No. 6036, July 15, 
1958. 

Finally, a two-day suspension of op- 
erating rights was applied where a carrier 
withheld records of rate charges from 
commission inspection for a period of 
several months. This was an unreasonable 
delay. The commission indicated that 
such withholding of records is a serious 
offense inasmuch as their availability con- 
stitutes the cornerstone of rate regula- 
tion enforcement. Re Panda Terminals of 
California, Inc. Decision No. 57074, Case 
No. 6038, July 29, 1958. 


Private Carrier Permit Granted Despite Common 
Carrier’s Protest 


HE Colorado commission modified 

the private motor carrier permit of 
an applicant to include authority to haul, 
to and from any point in the state, trailers 
to be serviced by the applicant, or trailers 
associated with the sale or trade-in to a 
sales agency managed by the holder of the 
permit. 

The evidence indicated that the ap- 
plicant was financially responsible, ex- 
perienced, and had, or could obtain, suit- 
able equipment. 

There was a vigorous protest to the 
granting of the authority by the holder of 
a common carrier certificate which had 
formerly performed the services for the 





applicant. The commission cited the 
uniqueness of the application, because the 
presently authorized common carrier was 
in a competitive business with the appli- 
cant, and that of the sales agency, but 
decided that the granting of the permit 
would not impair the common carrier 
service of the protestant. The suggestion 
of impairment was that the common car- 
rier would lose applicant’s business, but 
the commission could not see where that 
limited loss of business would affect serv- 
ice to the general public. Re Knowles 
(Knowles Trailer Repair Service), Ap- 
plication No. 16663-PP, Decision No. 
51210, November 6, 1958. 
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Other Recent Rulings 


Bond Redemption Restriction. Porto 
Rico Gas & Coke Company, a subsidiary 
of a domestic corporation, proposing to 
issue $600,000 of first mortgage bonds 
with a 74-year redemption limitation, was 
not required by the Securities and Ex- 
change Commission to comply with the 
commission’s policy of unrestricted re- 
fundability in view of an exemptive pro- 
vision of the Public Utility Holding Com- 
pany Act of 1935 applicable to foreign 
subsidiaries. Re Porto Rico Gas & Coke 
Co. et al. File No. 70-3721, Release No. 
13855, October 29, 1958. 


Gas Pipeline Proposals Altered. In the 
interest of greater economic feasibility 
and savings in construction costs, the Fed- 
eral Power Commission authorized two 
natural gas pipeline companies to alter 


slightly the size of pipes and the routes 
of pipelines to be constructed under pre- 
viously authorized proposals. Re Houston 
Texas Gas & Oil Corp. et al. Docket Nos. 
G-9262, G-9960, October 17, 1958. 


Intervention Denied. The Federal Pow- 
er Commission held that any interest a 
Georgia cotton manufacturers’ associa- 
tion might have in a natural gas rate pro- 
ceeding before the commission was too 
remote and conjectural to entitle it to 
intervene as of right, or even as a matter 
of public interest, where any interest of 
the association was adequately repre- 
sented by the Georgia commission and by 
distributing companies and municipalities 
serving the association members. Fe 
Southern Natural Gas Co. Docket No. 
G-13258, October 17, 1958. 


Gas Pipeline Capacity Expanded. 
American Louisiana Pipe Line Company 
obtained permanent authority from the 
Federal Power Commission for a $7 mil- 
lion expansion of pipeline capacity serv- 
ing Michigan affiliates, where expanded 
facilities had already been installed and 
financed under temporary authority. Re 
American Louisiana Pipe Line Co. et al. 
Docket Nos. G-10396 et al. October 10, 
1958. 


Subminimum Rates Rejected. The Cali- 
fornia commission denied a motor carrier 
permission to charge less than established 
minimum rates for hauling paper bags, 
even though the carrier showed profit- 
able operation, where the showing failed 
to take all costs into account and where, 
moreover, the paper bag transportation 
would involve unlawfully long driving 
hours for truck drivers. Re Corrigan 
(Trojan Freight Lines), Decision No. 
56927, Application No. 39688, July 1, 
1958. 


Public Fire Protection Rate Factors. 
The California commission said that fac- 
tors to be considered when fixing a water 
company’s public fire protection rates are 
the type and size of hydrants installed, 
the size of the water mains to which they 
are connected, whether the hydrants are 
owned and maintained by the utility or 
by the fire protection agency, and the rela- 
tive value of the service rendered as meas- 
ured by tests of flows from the hydrants. 
Re Citizens Utilities Co. of California, 
Decision No. 57471, Application No. 
39878, October 15, 1958. 
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HDUCT OF THE UTILITY RATE CASE 


by Francis X. Weleh, B. Litt., LL.B., LL. M. 


he companion volume to “PREPARING FOR THE UTILITY RATE CASE.” It deals with 
ocedural matters which come after the preparatory stages of the rate case. It presents for the 
he practical problems of conducting the case— 


> filing the application 
> introducing the evidence 


> examining the witnesses, etc. 


it explains the time-saving and effective ways of making the 
» progress toward the rate decision, including information 
ning the requirements for appeal and review. 


owhere in the literature of regulation will you find, in rela. 
small compass, a comparable exposition and guide. 


ere are the chapter headings: 


ssisting In The Rate Case Preparation 

he Formal Approach To The Rate Case 
e Attorney-Client Relationship 

reparing The Petition or Application 


Separing The Testimony 


arties—Rate Complaints—Investigations 
pgoliations Before Hearing—Prehearing Proceedings 
ttiz and Opening The Hearing 
amination In Chief 
oss-Examination and Rebuttal 
‘ce in a Rate Case 


ase for Complainants 
tate Increase Protestants 


xpert Witness 


1s, Interlocutory Procedures, Arguments, Briefs 
Decisions 


and Review 


iduct of the Utility Rate Case,” like its companion, is designed not only to aid both 


practitioners and regulatory authorities, but everyone who has responsibilities or duties in 
n with a rate case. 
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Industrial Progress 


Pacific G&E Expansion Plan 


PACIFIC Gas & Electric Company 
has asked the California Public Utili- 
ties Commission for permission to 
build a 12,500 kilowatt geothermal 
steam-electric generating plant at The 
Geysers, in northern California’s 
Conoma county. The new plant, if ap- 
proved, will generate electricity using 
natural steam piped from wells to 
P. G. & E.’s turbines. 

It is tentatively scheduled for com- 
pletion by April, 1960. Pacific Gas, 
which announced its intent to build the 
Geyser steam powered facility last 
summer, expects to invest about $2,- 
000,000 in the plant and related trans- 
mission equipment. 


Transcontinental Plans Third 
Underwater Crossing To 


Serve New York Area 

A NEW dual natural gas pipe line 
under the Hudson river, crossing from 
North Bergen, N. J. to 72nd Street, 
Manhattan, is about to be constructed 
by Transcontinental Gas Pipe Line 
Corporation, principal supplier of 
natural gas to New York, Brooklyn 
and Long Island. 

With the completion of these and 
other facilities now under construc- 
tion, increased supplies of natural gas 
for millions of metropolitan residents 
will be made possible via Consolidated 
Edison Company of New York, 
Brooklyn Union Gas Company, 
Brooklyn Borough Gas Company and 
Long Island Lighting Company. 

The new lines will be Transcon- 
tinental’s third underwater crossing 
linking the metropolitan area with the 
gas fields of the Gulf Coast. 

Like the other two, the third cross- 
ing to be laid under the Hudson will 
connect Transcontinental’s 1840-mile 
main line system with New York dis- 
tributing facilities, and deliver gas 
from as far away as the Rio Grande. 


The new Hudson river crossing is 
part of a $167,000,000 construction 
program which will enable Trans- 
continental to increase its daily al- 
located gas deliveries by 238 million 
cubic feet to a total of 1,191,000,000 
cubic feet for the entire system. 

Additional gas from storage, to 
meet peak service demands will be 
made available by the development of 
a large natural gas storage field cover- 
ing 14,000 acres in north central 
Pennsylvania, Transcontinental is 
participating with two other com- 
panies in this development and is 
building a 190-mile pipe line to con- 
nect the storage field with the New 
York area. When these facilities are 
completed, the Transcontinental sys- 
tem will be able to more than double 
daily deliveries of storage gas from 
136 million to 340 million cubic feet. 
Of this total approximately 130 million 
cubic feet will be available for the New 
York area. 


A-C Releases New Mobile 
Substation Bulletin 


ALLIS-CHALMERS versatile mo- 
bile substations in ratings through 
10,000 kva, 60 kv and below, are de- 
scribed in a new bulletin released by 
the company. 

Equipped with transformer, high 
voltage switch, lightning arresters, 
fuses, and low voltage switchgear, the 
substations are designed for emer- 
gency service, abnormal loads, as con- 
tinuity equipment, or as a temporary 
substation. 

The units are available with two or 
three high voltages and several low 
voltages connectible either delta or 
wye. The equipment is securely 
mounted on a standard semi-trailer 
that conforms to all highway regula- 
tions. It is equipped with four jacks 
for leveling and supporting loads 
while the substation is in use. 

Copies of “Power on Wheels,” 


Bulletin 61B9060, are ; vai 
request from Allis-Cha mers 
waukee 1, Wisconsin. 


United States to Regain 
Power Lead, Expert 


THE U. S. will eventua'ly rq 
atom power lead, Kelly McBeay 
ager of the nuclear division of 
and Narver, engineering organ 
declared in a talk recenily. 
England, not Russia, Mr. } 
said, is our chief competitor 
atomic power field. The Rus 
actor program appears confined 
to plutonium production ins 
power. The United Kingdo 
ever, decided on a reactor t) 
pressed it to a maximum pro 
power output. It will far out 
the United States in nuclear k 
in the 1960’s, Mr. McBean 
Nevertheless, based on exhil 
infermation exchanged at thej 
international conference, Mr. 
said the United States has a 
strated technological leadershi 
clear power production. 


Westinghouse Receives 
For Anti-Noise Activi 
From NNAC 


Abatement Council, A. J. 
NNAC president, has a:nou 
corporation and its division | 
“For publication and ap plicat 
search on the reduction of m 
electric power transformers 
Westinghouse has | en { 
basic investigation oo! tf 
sound since 1932. This res¢ 
the years has resulted i tw0 
achievements; the buil ing 
transformers designed |r s0 
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‘star dards set by the National 
‘ical lanufacturers Association ; 
anufa cturing, at present, of trans- 
+s w th a sound level two deci- 
wwer ‘han that of seven years ago. 
yng other activities, Westing- 
bhas »een conducting courses in 
and related fields for technical 
nel: Sharon, Pa., and has been 
b weekly demonstrations at the 
st of 1s five anechoic (no echo) 
sto u ility engineers and others 
sted 11 transformer sound prob- 


nitec| Illuminating Plans 
$20,000,000 Expansion 


United Illuminating Company 
igeport, Conn.) plans a $20,- 
(0 expansion of its harbor sta- 
bower plant. 
Mlliam |. Cooper, president of the 
pny, amounced that the new ad- 
will be in operation by the 
er of 1961. An additional 160,000 
tts of power capacity will 
the station’s present power. 
project will be the largest in 
bnpany’s 60-year history. 


pnsas Louisiana Gas Plans 
Expansion 


ANSAS Louisiana Gas Com- 
Shreveport, La., plans to build 
ber of small natural gas facil- 
uring 1959 to connect new gas 
es, 

company has asked the power 
ssion for authority to spend up 
850,000 for such facilities, with 
mgle one to cost more than 


ketown Packaged Multi 
Jet Mixer 


Townsend, Inc., design- 
'.tructors of propane plants, 
uilable a packaged Multi- 
esigned for LP-Gas plants 
\ ng load. For both low and 
re, the unit fills require- 
few inches or a hundred 

* more. 
Ji is designed to give more 
‘rol and uniformity of Btu 
‘id more flexible low-load 
not possible in single jet 
ates manually or automat- 
self-contained unit, Multi- 
s no building and is de- 
©° outdoor service. Drake- 
‘S are supplying 100% serv- 
“peratures of 30° below zero. 
unit is suitable for standby, 
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peak shaving or 100 per cent service 
applications in small or medium sized 
plants. Features are covered by patents 
in the United States as well as Canada, 
Great Britain, France and Holland. 

For literature and further informa- 
tion, write Drake & Townsend, Inc., 
11 West 42nd Street, New York 36, 
N. Y. In Canada, Draketown-James 
Ltd., 70th Ave. & MacLeod Trail, 
Calgary, Alberta. 


Bulletin on Centralized 
Control Systems 
BULLETIN 106 (16 pages, 2-color) 
illustrates and describes the design ap- 
proach, materials, construction and 
modern facilities used in manufactur- 
ing a variety of Centralized Control 
and Data Presentation Systems. Avail- 
able without cost from Panellit, Inc., 
7401 No. Hamlin Ave., Skokie, IIli- 


nois. 


Dr. Lauchlin M. Currie Elected 
B&W Vice President; Will 
Head Nuclear Activities 


DR. Lauchlin M. Currie has been 
elected a vice president of The Bab- 


cock & Wilcox Company and placed in 


charge of the Atomic Energy division, 
it was announced recently by M. Niel- 
sen, president. 

To accept the new B&W post, Dr. 
Currie retired as a vice president of 
Union Carbide Nuclear Company, a 
division of Union Carbide Corpora- 


tion. 


New Transitorized Mobile 
Communications Equipment 
Demonstrated by Motorola 
MOBILE equipment users and mem- 
bers of the press were recently shown 
two new transistorized products devel- 
oped by Metorola. One was a two-way 
mobile radio half the size of former 
units, called MOTRAC. The new ra- 
diophone utilizes more than 20 tran- 
sistors, weighs only 25 pounds and uses 
one-third to 1/15 of the current nor- 
mally required to operate such equip- 
ment. 

Its very low power drain is due to 
the use of transistors which, along with 
heavily printed circuits, makes it a 
most reliable piece of communications 
equipment. 

Its compactness makes it adaptable 

(Continued on page 22) 
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to almost any kind of installation in 
cars, trucks and boats. Audio output 
is 5 watts and it comes in models for 
both wide band and “split channel” 
operation. 

The other communications product 
shown by Motorola was in the Dick 
Tracy class. The ‘“Handie-Talkie” 
Pocket Receiver and “Handie-Talkie” 
Transmitter can make anyone a mobile 
communications station. Range and re- 
ception varies from one to 10 miles de- 
pending on terrain and type of station 
being communicated with. 

This equipment, both receiving and 
transmitting, weigh less than 4 pounds 
and can be easily fastened to one’s belt. 
Unique feature is that the transmit- 
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ting station can selectively pick-out 
one person from among a possible 
10,000 receivers to talk to. Only the re- 
ceiver wanted is activated. This makes 
instantaneous contact a reality. 

Receivers have a full 100 milliwatts 
of audio in an efficient dynamic speak- 
er which means reception is loud and 
clear even under noisy conditions. 
The “Handie-Talkie” Receiver is fully 
transistorized, operates on 3 Mercury 
batteries for 200 hours or can be 
equipped with a rechargeable nickel- 
cadmium battery that will operate for 
20 hours with one charging. 

Field and construction work for util- 
ities, building projects, fire and police 
work, manufacturing and processing— 






these and many more applic« tion of Rac 
ways in which this compact, pee pi 11¢ 
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tiongof R actor Design,” and touches 
ncipal reactor components 
inctions. 
d section details reactor 
ding solid fuel elements, 
. fuel element composition 
The “typical nuclear fuel 
‘ered as is the reprocessing 
‘| elements. 
| section summarizes typi- 
and their fuels, including 
rmed “historically signifi- 
‘s,” as well as recently built 


slet also itemizes the com- 
1. ear services, including en- 
nd development at its lab- 
Bayside, production at its 
in Hicksville, L. I., as well 
ering “package fuel plan” 
ctor operators. 
dies of the booklet may be ob- 
from the Sylvania-Corning Nu- 
Corp., Bayside, N. Y. 


ster Cable Issues Folder 


On Control Cables 


*-PAGE folder on plastic insu- 
nd jacketed control cable (rated 
Its) has just been issued by 
br Cable Corporation, Chester, 
‘ork. It lists the specifications 
all diameter—station—flexible 
pervisory control cables with 2 
onductors, Also IMSA munici- 
nal cables Specifications 19 and 
D56 with 3 to 12 conductors, As 
“specials” Chester offers 
oding, jacketing and insulation 
rdance with prescribed stand- 


information regarding 
| cables is available on re- 
Chester Cable Corp., 299 
enue, Chester, New York. 


Pump Discussed 
At Forum 


de of electric utility com- 
ird the Heat Pump was 
of the first Customer 
| recently by the York 
Borg-Warner Corpora- 
k, Pennsylvania. 
). Spillman, manager of 
ation department, Phila- 
ctric Company, was the 
‘rT representing the power 
Mr. Spillman is chairman 
s methods and develop- 
littee of the Edison Elec- 
e and is also active in the 
id A.S.R.E. 
rence of 75, including York 
'zineers and other key per- 
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sonnel, heard Mr. Spillman discuss 
the favorable economics of two large 
heat pump installations in the Phila- 
delphia area, 

The first, at Levittown Shopping 
Center, is an installation of small 
package heat pumps totalling 432 tons 
of refrigeration. Operation cost com- 
parisons showed that the heat pumps 
compared favorably with oil heat in 
the area as long as the price of oil 
averaged about 13.5 cents per gallon. 

The heat pumps in this installation 
use resistance heating for auxiliary 
heat during low winter temperatures. 
These auxiliary heaters come on 
during the coldest periods when the 
power company’s demand is at its 
highest peak. Mr, Spillman pointed 
out that this was not a desirable 
situation for a power company and 
therefore a two-stage heat pump such 
as York installed at the Ballinger 
Company in Philadelphia is ideal. 

Data gathered at the Ballinger 
Company over the past two years by 
Philadelphia Electric has proven that 
a night set-back (from 72 to 65 
degrees) was not financially advan- 
tageous. 

Using night set-back, the yearly bill 
for total electrical usage was approxi- 
mately $1700. During January and 
February, the demand went to 175 
KW in the morning when the equip- 
ment was operated at full capacity to 
overcome the set-back. The next year, 
without set-back and an_ increased 
number of degree-days resulting from 
more severe weather, the total bill 
stayed around $1700 and the demand 
stayed below 145 KW. 

The Speaker emphasized that York 
and other sales engineers have ready 
assistance available from local utili- 
ties such as Philadelphia Electric, 
which sells electricity, gas, and steam 
service. As an example, he showed 
a brochure outlining his company’s 
promotional plans for 1959 which 
placed strong emphasis on the heat 
pump. 

The January Customer Forum will 
be devoted to the customer’s view- 
point in air conditioning large office 
buildings, February will cover the re- 
lationship between the manufacturer 
of air conditioning, heating and re- 
frigeration equipment and the consult- 
ing engineer. 


Electric Furnace lron-Smelting 
Processes To Be Studied 
Under what circumstances, present 
and future, will electric furnaces be 
used to smelt iron ore in the United 
States? That is the basic question 


which has prompted some 20 electric 
utility, steel, and furnace equipment 
manufacturing companies jointly to 
sponsor a technical-economic study 
just now getting under way at Battelle 
Memorial Institute. On the basis of 
their eight-month study, specialists at 
the Columbus, Ohio, research center 
expect to develop a comprehensive re- 
port which will provide an answer. 

The study will have the following 
objectives: 1. To evaluate the present 
position and probable future status of 
processes for the electric smelting of 
iron ore in the United States; 2. To 
determine the conditions. under which 
electric-smelting processes can be used 
profitably in the United States for 
the manufacture of pig iron, cast iron, 
and/or steel; 3. To determine the 
relative advantages of the blast-fur- 
nace process and the electric-furnace 
process for potential users with differ- 
ent interests; and 4. To develop and 
analyze information which is needed 
in planning for expansion, planning 
for market developmet, and planning 
of research programs. 

“The technical feasibility of a num- 
ber of the so-called ‘direct reduction’ 
processes using electric furnaces has 
already been established,” according 
to Battelle technologists Raymond W. 
Hale and Naaman H. Keyser. “We 
know that, with these processes, it is 
possible to produce pig iron directly 
from iron ore. The question still re- 
mains, however, whether iron users 
would be better off using iron pro- 
duced by the conventional blast-fur- 
nace process or by one of the electric 
furnace direct-reduction processes. 
We hope to weigh the advantages of 
these alternatives in a number of 
situations.” 

Mr. Hale, an economist, and Mr. 
Keyser, a metallurgist, indicated that 
there are several barriers to the wider 
acceptance of electric-smelting proc- 
esses, but this situation appears to be 
changing :apidly. Continuation of re- 
cent trends, they predicted, will make 
electric smelting competitive with 
blast furnaces in an increasing num- 
ber of situations. 

“The cost of producing pig iron by 
electric direct-reduction processes,” 
they said, “is generally higher than 
the cost of producing pig iron in a 
blast furnace, but there appear to be 
some situations today where the costs 
by the two methods are closely com- 
petitive. Generall, these situations will 
be those which involve conditions 
favorable to the use of electric fur- 
naces. Such conditions include: low- 

(Continued on page 24) 
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cost electrical.energy ; good availabil- 
ity of low-cost coal or fuel gas; poor 
availability or high cost of metallurgi- 
cal coke ; relatively low desired capaci- 
ties—roughly 100 to 400 tons of iron 
per day; and a need for a relatively 
small capital investment per ton of 
capacity.” 

Companies that have, thus far, 
joined in the sponsorship of the new 
electric-furnace study include: Acme 
Steel Company; Alan Wood Steel 
Company ; Armco Steel Corporation ; 
The Cincinnati Gas and Electric Com- 
pany; The Cleveland Electric Illumi- 
nating Company; Copperweld Steel 
Company; The Detroit Edison Com- 
pany; Granite City Steel Company ; 
Great Lakes Carbon Corporation ; 
Houston Lighting and Power Com- 
pany; Illinois Power Company; In- 
terlake Iron Corporation ; Kaiser Steel 
Corporation; Keystone Steel and 
Wire Company; Laclede Steel Com- 
pany; Lukens Steel Company; Na- 
tional Carbon Company, Division of 
Union Carbide Corporation; Ohio 
Edison Company; Philadelphia Elec- 
tric Company ; Pittsburgh Steel Com- 
pany; Sharon Steel Corporation; 
Swindell-Dressler Corporation; Un- 
‘on Electric Company; and West 
enn Power Company. 

The Battelle study will require the 
joint efforts of a team of technical 
economists headed by David D. Moore 
and a team of process metallurgy re- 
search scientists headed by Harold W. 
Lownie. This group includes several 
men who participated in a somewhat 
similar major survey conducted by 
Battelle in 1952. The earlier survey 
resulted in the publication of a widely 
read report on the “Comparative Eco- 
nomics of Open-Hearth and Electric 
Furnaces for Production of Low-Car- 
bon Steels.” Metallurgists contribut- 
ing to the present study have con- 
ducted research ranging from labora- 
tory to pilot-plant work on a number 
of electric-furnace reduction processes. 


R. A. Ransom Company Opens 
New York City Office 
R,. A. RANSOM Company, Inc., 


consulting engineers, which has been 
serving the gas industry on a national 
basis from its main office in Wash- 
ington, D. C. since 1946, has expanded 
its activities further by opening a New 
York City office. The new office at 
61 Broadway, New York, will be 
headed by Lester Simon, who recent- 
ly became associated with the R. A. 
Ransom Company, and has_ been 
elected a vice-president and director. 
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The New York office was estab- 
lished to provide closer relations with 
the financial community for Ransom 
Company clients who require services 
related to financing. At the same time, 
it will be fully staffed to carry on the 
same general engineering and _ busi- 
ness consulting services offered by the 
Washington headquarters. These in- 
clude rates, industrial contracts, sales 
programs, gas supply, peak shaving, 
representation before the Federal 
Power Commission, and state regula- 
tory bodies, econmic feasibility studies 
of new projects, design, and engineer- 
ing supervision of construction. 

Mr. Simon has been in the utilities 
-consulting field for 12 years. He comes 
to R. A. Ransom Company from W. C. 
Gilman & Co., public utilities engi- 
neering and financial consultants of 
New York City, where he was a gen- 
eral partner. Previously, Mr. Simon 
was associated with Commonwealth 
Services, Inc., as senior consultant, 
with considerable public utilities ex- 
perience. 


"Diaper Service’ For Nuclear 
Fuels Advocated 

THE electric utilities now getting 
into the production of atomic power 
would like nuclear fuel suppliers to 
inaugurate a “diaper service,” the 51st 
annual Meeting of the American In- 
stitute of Chemical Engineers in Cin- 
cinnati, Ohio, was told recently. 

The diaper service would supply 
enriched uranium or other fuel to the 
atomic energy plant of the utility and 
remove irradiated, or spent fuels, for 
reprocessing, it was indicated in a 
paper, Fuel Cycle Costs With Stand- 
ard Fuel Elements, by E. B. Gunyou, 
of Alco Products, Inc., Schenectady, 
N. Y., for presentation at a nuclear 
fuel processing symposium, 

“The nature of the materials being 
handled in every step of the nuclear 
fuel cycle results in an unusually high 
fixed variable plant cost ratio,” he 
said. “As a result, unit costs are very 
sensitive to throughput rates when 
such rates are low. On the other hand, 
the heavy investment for special fa- 
cilities to handle any throughput— 
no matter how small—allows a con- 
siderable expansion of facilities and 
throughput at a much reduced in- 
cremental unit cost, once a certain 
minimum rate has been reached. 

“Criticality limitations, which reg- 
ulate the maximum one-line capacity 
at each step in the cycle, tend to place 
this break-point in somewhat the same 
area for each step in the fuel cycle. 













This, in itself, is sufficient ‘o |Mors i: 
consideration of a possible intel inter 
operation to supply a complcte‘ 
service’ for nuclear power p'ant{Mision | 
reduction of shipping costs ( whipertic 1 
fissionable materials are hig ; eygomy '¢ 
products uncontaminated w th 
products), elimination of «qui 38 
duplication for accountal ilit c 
chemical control, staff fle: ibij 0 
cover maintenance emergen -iesfmad, < " 
spent fuel plants, and beti:r ge en it 
tion of the large land are: reffle cai 
for a spent fuel plant, all su »pogfeomy 11 
considerations. In additior th 
tomers (the utility compa: ies\f the o 
repeatedly expressed their wisffe, sj on 
public and private for such a sfiter ter 
to be supplied at predetermi ied gf hy dt 

So far, however, there his ni 
a sufficient volume of any on 
element to “justify the heavy e 
and business risk involved in 
up a ‘nuclear fuel  service,’’ 
Gunyou said. 


Load Distribution Anal 


pt 

Computer " 

A LOAD distribution analogiRd to o 
puter which is said to provide igAdditior 
2 


visual interpretation of operatingisting 2 
in public utility electric power syfectric ir 
and to range in cost up to 50 pgni 
less than conventional apparaty 
forming the same function, ha 
developed by the Belock Inst 


crowav 
cy ban 
ucing 


Corporation, College Point, series, 
York. ucrowa 
Housed in a compact and pj Sutter, 


cabinet, convenient for desk t proj 
the new computer replaces qj new n 


room filling devices. Operated im | 
manipulation of dials, it alsq§wicer s 
away with the need for “ eir 
rules” and consultation of fir 
graphs and curves. . 
Designated as BELAC, the a 
omy loading analog computer eC 
to be adaptable for custom pri ing, 
ming to meet special electric ater 
system requirements and /elps tail 
fuel and maintenance cost: by f rs 


ing information on what is th ao 
efficient load distribution «ong 
generators at any given m mel 
viding direct and immedi te 

to changing load situation , it 

response time and allows adji 
to variable conditions in he 

of information not cover d }i 
charts, It does not depen: uf 
calculated data. 

Information fed to the cmp 
manual adjustment of co trd 
includes fuel costs, ma> imi 
minimum capabilities of in 
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orsi1 a system, base load gen- 
interchange sales and system 


is also included for fu- 
1 of the effect of line losses 
‘'‘oading computations and 
generation for quoting 
ge sales by the integration of 
cost over the full range. 
onditions, including sys- 
©re continuously variable 
ire range, and any given 
be switched into or out 
; itation at will. 

g tie varying factors dealt 
omputer are turbine back 
, sp uning reserve data, cool- 
‘r temperature limitation, ef- 
f h:drogenation, changes in 

ts and tie-in line sales, 


G-E Adds To 
Microwave Line 
RAL. Electric’s Communica- 
roducts Department, Lynch- 
‘a., is broadening its line of 
rave products with the intro- 
of a new series of equipment 
d to operate in the 6 KMC 
ddition of the 6 KMC line to 
sting 2 KMC line places Gen- 
ctric in a position to offer the 
pgnication industry the first and 
crowave line operating in both 
cy bands. 
mucing the availability of the 
series, General Electric’s na- 
licrowave sales manager, Wal- 
Sutter, said the new equip- 
‘ill project the company into 
ne markets and will offer 
‘rs in presently served mar- 
wider selection of equipment 
‘ieir needs. 
first time,” Mr. Sutter 
“microwave users can 
» advantages of 2 KMC 
» equipment in their sys- 
ing. This concept makes 
ater flexibility than previ- 
ttainable and enables sys- 
‘rs to achieve optimum 
a wider choice of prod- 


er explained that the con- 
th in the use of microwave 
need for a high channel 
‘tem to round out the Gen- 
c Company’s product line. 
MC line offers 120 chan- 
ve the expanding commu- 
eds of microwave users. 
“lectric will now offer both 
sion and Frequency Divi- 
plexing with its 6 KMC 
nd will continue to supply 
‘S9—PUBLIC UTILITIES FORTNIGHTLY 


Time Division with its 2 KMC equip- 
ment. 

When long haul systems requiring 
only moderate channel loading are 
needed General Electric will recom- 
mend its 2 KMC product, Mr. Sut- 
ter said, and where channel capacity 
is desired the 6 KMC line will be 
suggested, 


Robert E. Lewis Elected 


President of Sylvania 
ROBERT E. Lewis has been elected 
president of Sylvania Electric Prod- 
ucts Inc., the company’s board of di- 
rectors announced recently, Previ- 
ously he was a senior vice president 
of the company, 

As president, Mr. Lewis succeeds 
Don G,. Mitchell, who will continue 
as chairman of the board. On Novem- 
ber 6th, the boards of directors of 
General Telephone Corporation and 
Sylvania voted approval, in principle, 
of the merger of Sylvania into Gen- 
eral Telephone. Under the merger 
plan, it is contemplated that Mr. 
Mitchell will become president of the 
combined company, which will be 
known as “General Telephone & Elec- 
tronics Corporation.” 


Gas Appliance Men See 
9.1% Upsurge 

GAS appliance shipments in 1959 will 
top this year’s total by 9.1 per cent, 
it was determined through analysis of 
a poll of manufacturers who usually 
account for 70 per cent of the in- 
dustry’s output of household and com- 
mercial gas equipment. 

Replies to a questionnaire issued 
by Edward R. Martin, director of 
marketing and statistics for the Gas 
Appliance Manufacturers Associa- 
tion, showed that only 33 of 286 in- 
dividual responses anticipate a busi- 
ness decline in the new year. 


New "Shelter-clad"’ Enclosures 
Protect Against the Elements 


NEW  Shelter-Clad walk-in enclo- 
sures which provide complete protec- 
tion against the elements for men and 
2,000 to 5,000-volt motor control in 
outdoor installations has been an- 
nounced by Allis-Chalmers. 

The enclosures consist of two fac- 
ing rows of Allis-Chalmers Type H 
motor controls bridged by a sturdy, 
metal roof, The backs of the control 
cabinets form the outside walls of the 
unit. A 5-ft. wide aisle extends the 


length of the enclosure which has 
doors at each end. 

The basic unit can consist of any 
number of facing cabinets and any 
number of pairs of cabinets can be 
added or removed. 

The enclosures make it possible for 
field personnel to inspect and main- 
tain the controls in any weather safely 
and conveniently, The cabinets can 
also be obtained without instrumenta- 
tion and arranged to provide office or 
storage space, They can be provided 
with lights and bus ducting can be 
from overhead, below or through the 
side. The units meet NEMA 3 stand- 
ards for weather resistance. 


Tandem-Compound Turbine for 
Nuclear Service 


STEAM turbines designed for use 
with nuclear power plants to date 
have operated with saturated steam at 
relatively low temperature ; an excep- 
tion to this is the 250-mw, 1800-rpm 
steam turbine being built by the 
Westinghouse Electric Corporation 
for the Indian Point station of the 
Consolidated Edison Company of 
New York, Inc. 

This unit will operate with a sepa- 
rately fired superheater. Inlet steam 
conditions to the turbine are 355 psig, 
1,000 degrees F, and one-inch hg ab- 
solute exhaust pressure. 

In general, the characteristics of 
this turbine are similar to those of the 
intermediate- and low-pressure ele- 
ments of large conventional cross- 
compound reheat turbines, Because of 
the large volumetric flow to the tur- 
bine exhaust, two rows of 44-inch ex- 
haust blades are used, This will be 
the largest tandem-compound 1800- 
rpm turbine Westinghouse has built. 


Hubbard and Co. Introduces 
Extra Heavy Duty Cutout 


ONE of the first completed designs 
to emerge from Hubbard and Com- 
pany’s new Electrical Research Labo- 
ratory is the electric utility industry’s 
first Single-Vent, Small-Bore cutout, 
rated extra heavy duty (10,000 am- 
peres at 5.2kv and 7.8kv, and 8,000 
amperes at 15kv. 

This new Hubbard cutout is an ad- 
dition to their existing line and is 
specifically designed to keep step with 
the need for dependable service on 
modern, high capacity utility systems. 
The new testing facilities were used 
to duplicate field conditions and prove 
the reliability and dependability of the 
final design. 
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The unique informational program 
for utility employees . . . 


The P.U.R. Guide. 


devoted to the economics of public utilities 


phases of utility operations. 


It fulfills requirements for information concern- 
ing the basic economic problems of all utilities— 
electric, gas, telephone, transit and water. 


This new and distinctively different approach to 
the educational needs of utility employees offers 
company managements an effective and reason- 
ably-priced aid in the development of managerial 
personnel by providing fundamental, non-technical 
information specifically relating to matters of or- 
ganization, financing, management, operation and 
regulation of public utilities. 


IT’S EASILY UNDERSTANDABLE 


The program comprises a systematically and 
consecutively arranged series of 50 weekly, 8-page 
GUIDES which present a simplified, progressive, 
step-by-step story, considered a “journey of under- 
standing,” about the nature of the utility husiness, 
its important place in the American economy, the 
present conditions under which the husiness is 
conducted, its day-to-day objectives and responsi- 
bilities, the existing problems with which it is con- 
fronted, and many other pertinent current sub- 
jects. 

Voluntary examinations hy mid-term and final 
questionnaires are embodied in the program. Upon 
satisfactory completion of the questionnaires, an 
appropriate certificate is issued. An index, glos- 
sary of industry terms and words, and suitahle 
binder for the weekly GUIDES are also provided. 
Reprints of articles from Public Utilities Fort- 
nightly giving more extended coverage of impor- 
tant subjects, are occasionally included for op- 
tional reading. 


IT’S FLEXIBLE 

THE P.U.R. GUIDE offers excellent opportuni- 
ties for beneficial use by companies which adopt 
either the group-discussion or conference-type 
method of pursuing the program, or the hcme- 
study method. For companies which prefer the 
conference method, a Leader’s Manual, with suit- 
able binder, is available, without extra charge, to 
group or discussion leaders. The Manual contains 


and to the many important, non- ‘echr" 


additional background information on t 1es 
considered in the weekly GUIDES to vhic 
relate and also provides questions wh ch n 
used to stimulate discussion and inte? est ij 
ferences. 


For companies preferring the home 
method, it should he noted that exch 
GUIDE contains self-testing ques ions 
answers furnished in the following UII 4 


IT’S ACCEPTED 


THE P.U.R. GUIDE in its first yea: of) 
tion has met with very favorahle accep anc 
already in use hy a great many (0 
throughout the country. 





MENTS ABOUT THE P.U.R. GUIDE PROGRAM 


Our Company is currently involved in several training programs, and I feel qualified to 
evaluate the information that you are sending out. I think this type of material is, without 
a doubt, the very best that could be obtained for key utility employees. 


leased we have had an opportunity to offer the 
Jur Management people, 


. :ployee Relations Department, Electric Company 


that even those who have been in the utility in- 
many years can learn much by just reading the 


District Manager, Electric Company 


el that this “information program for utility em- 
a program that is needed in the public utility 


Vice President, Gas Company 
e that the total series of 50 will prove of inesti- 
ie to the utility industry. 


Vice President and General Manager, 
Telephone Company 


Director of Personnel, Electric Company 


THE P.U.R. GUIDE program is the best basic public utility 
information series I have ever encountered. 


Vice President, Gas Compan 


One group which is using THE P.U.R. GUIDE has been 
holding regular discussion meetings. We have found the 
Leader’s Manual helpful. 

Vice President, Gas Company 


Two things have particularly impressed me about THE 
P.U.R. GUIDE. First, is the complete manner in which your 
editors treat the various topics; second, the simplicity in 
writing. 

Employment Supervisor, Gas Company 


There is a definite need for such a type program in our 
industry. 
Training Assistant, Electric & Gas Company 





INE OF SUBJECT COVERAGE Basic Understanding Series 


: E NO. 
@tarting a Utility Business 
he American Economy 
Jhat is a Public Utility? 
he What and How of Regulation 
he Pattern of Federal Regulation 
he Regulation of Rates 
hat is Value? 
tility Expenses 
niform Accounting Systems and Depreciation 
lhe Profit from Utility Operation 
yhat is a Fair Return? 
harging for Utility Services 
arging for Utility Services—Rate Forms 
fhy Differences in Charges? 
ate lorms and the Customer’s Viewpoint 
ate Comparisons and Rate Levels 
tate Case 
vice Standards 
and Expansion of Utility Service 
ition, Co-ordination, and Competition in Utility 


lity Service Area 

Financing 

es Used in Financing 

il Measures of Utility Operations 
il and Security Regulation 


GUIDE NO. 


26. Making a Security Issue 

27. Management Principles and Responsibilities 
28. Organizational Pattern for Management 

29. Regulation and Management 

30. Marketing and Merchandising Utility Services 
31. Customer Service Departments 

32. Labor Relations and Public Utilities 

33. Employee Relations 

34. Employee Relations—Understanding Each Other 
35. Public Relations 

36. “Private Ownership” of Public Utilities 

37. Public Ownership and Operation of Utility Enterprises 
38. The Federal Power Policy 

39. TVA—The “Demonstration” Project 

40. The Extent of Federal Projects 

41. The Co-operative and Rural Utility Service 
42. Special Problems of Natural Gas 

43. Special Problems of the Telephone Industry 
44, The Taxation of Public Utilities 

45. The Public Utility Holding Company 

46. Regulation of Holding Companies 

47. The Utility in the Community 

48. The Utility and Community Development 

49. Current Problems 

50. Private Utilities in the American Economy 





FOR SELECTIVE USE 


P.U.R. GUIDE is not intended for mass distribution, but rather for a selected number (approximately 
‘) of company employees annually. It is primarily for the benefit of supervisory and new college 


mployee groups. 


any enrollments are accepted at $50 per enrollment. To start company employees in this program, it 
y only to furnish the names of the enrollees with home or office addresses, as desired. Order form 


nrollment dates. 





For further information concerning THE P.U.R. GUIDE program, write 


PUBLIC UTILITIES REPORTS, INC.—PUBLISHERS 
e Washington 4, D. C. 


332 Pennsylvania Building 











PREPARING FOR THE UTILITY RATE CASE 


by Francis X. Welch, B. Litt., LL. B., LL. M. 


The satisfactory solution of the most expensive and difficult problem of Commission Regulation— 
The Rate Case—depends very largely upon how well and how thoroughly the details of preparation 
have been given attention. “Preparing for the Utility Rat 
Case” is a compilation of experiences taken from the record 
of actual rate cases. It has required two years of research 
study and analysis, conducted by Francis X. Welch, Edito 
of PUBLIC UTILITIES FORTNIGHTLY, with the aid an: 


cooperation of selected experts, ta complete this treatise. 


The volume, being the first of its kind, should be foun: 
invaluable to utility executives, rate case personne/ 
attorneys, accountants, consultants, regulatory com 
missions, rate case protestants, and, in fact, to all person 
engaged in or having an interest in rate cases. 


Among the values of this compilation are the reviews of 
methods and procedures, which have been found helpful in- 





> simplifying and speeding up rate case 
groundwork 


& saving time and expense of companies, 
commissions and other parties 


> cutting down “lag losses” 


> aiding the consumer by making possible 
faster plant and service improvements 


® increasing the confidence of investors 


—all of which are in the public interest. 






320 The volume does not offer a program of standardized 
Pages procedures for rate case preparation, but reviews the plain 
Price: $10 and practical methods that have been used. 


These chapter headings indicate the coverage: 


The Birth of the Utility Rate Case Completing the Rate Base; 

Public Relations and the Rate Case Working Capital 

The Birth of Utility Company Rate Opposition Operating Expenses 

The Grand Strategy of the Rate Case Operating Expenses, Continued— 
Selection and Function of the Attorney Annual Depreciation 


The Mechanics of Rate Case Preparation The Rate of Return 
Proof of the Rate Base Rate Adjustments—Allocations 


The Completed Rate Base—Overheads, Land, 
Depreciation, Working Capital 


PUBLIC UTILITIES REPORTS, INC.. Publishers 
SUITE 332, PENNSYLVANIA BUILDING 
425 THIRTEENTH STREET, N. W. 
WASHINGTON 4, D. C. 
. 1959— 
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PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 


valuations, special reports, investigations, financing, design, and construction. 





63 years of leadership in property valuation 
the AMERICAN APPRAISAL company 


Home Office: Milwaukee 1, Wisconsin 
Offices in 18 cities coast-to-coast 











» 





CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
1500 MEADOW LAKE PARKWAY, KANSAS CITY 14, MISSOURI (SINCE 1915) 








BONI, WATKINS, JASON & CO., INC. 


Economic & Management Consultants 


37 Wall Street 437 Shoreham Bidg. 
New York 5, N. Y. Washington 5, D. C, 

Rate Cases Management and Market Studies Rate of Return Analysis 
Cost of Service Determination Economic and Financial Reports 








DAY & ZIMMERMANN. INC. 


ENGINEERS & CONSTRUCTORS 
NEW YORK PHILADELPHIA CHICAGO 


Design — Electric Line Construction — Management — Reports and Valuations 











* Standby 
% Augmentation 
* 100% Town Supply 


Design ¢ Engineering ¢ Construction 


DRAKE & TOWNSEND 11 WEST 42ND STREET WEW YORK 36,N. Y. 








‘6 0 8 see e @ 0 





FF Jord, Bacon & Davis 


NEW YORK @ CHICAGO @ LOS ANGELES 


BaD VALUATION Fn incors CONSTRUCTION 
REPORTS Gg RATE CASES 








FOSTER ASSOCIATES, INC. 


Rate Cases @ Cost of Service and Other Regulatory Methods 
Rate of Return Analyses @ Rate Design 
Natural Gas Field Price Problems @© Economic and Financial Reports 


1523 L STREET, N.W. 326 MAYO BUILDING 
WASHINGTON 5, D. C. TULSA 3, OKLAHOMA 
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Francisco & J Acosus 


ENGINEER & ARCHITECT 


Specializing in the location and design of 
Customers Service Centers and Operating Headquarters 


New YORK WESTBURY CLEVELAND TUCSON 















GIBBS « HILL, inc. 
Consulting Engineers 
DESIGNERS ® CONSTRUCTORS 
Los Angeles NEW YORK Tampa 















ENGINEERS and CONSULTANTS 


525 LANCASTER AVE. 
READING, PA. 


WASHINGTON e NEW YORK 


GA GILBERT ASSOCIATES, INC. 


FOUNDED 1906 
















W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciati 
Traffic Surveys—Fare Analyses 
55 Liberty Street New York 5, N. Y. 

















Harza Engineering Company 
Conmsulteng Engineers 
Calvin V. Davis Richard D. Harza E. Montford Fucik 


REPORTS — DESIGN — SUPERVISION 
HYDROELECTRIC PLANTS AND DAMS — TRANSMISSION LINES — FLOOD CONTROL — 
IRRIGATON — RIVER BASIN DEVELOPMENT 


400 West Madison Street Chicago 6, Illinois 








GUSTAV HIRSCH ORGANIZATION, INC. 
1347 West Sth Ave., Columbus (12) Ohio 


Telephone Hudson 8-0611 


Consulting and Supervisory Engineers and Contractors 
Construction and Operation of Utility Enterprises 














HOOSIER ENGINEERING COMPANY 


Erection and Maintenance of 
Electrical Transmission and Distribution Lines 





1350 ITIOLLY AVENUE ° COLUMBUS, OHIO 
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INTERNATIONAL ajaiicenrneguitn COMPANY, INC. 


Design and C by6: 2 5 





Dams—Power Plants—Transmission Lines—Railroads—Highways 
Investigations—Reports—Plans and Specifications 
Cost Estimates—Supervision of Construction 


74 New Montgomery Street San Francisco 5, California 
















JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGAN 
APPRAISALS—IN VESTIGATIONS—DEPRECIATION STUDIES— 
COST TRENDS—REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 


















The uljia n loyporalion 


t 
ENGINEERS ° CONSTRUCTORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS ¢ REPORTS 


1200 N. BROAD ST., PHILADELPHIA 2], PA. 











William S. Leffler, Engineers Associated 
Utility Management Consultants for past 35 years Specializing in 
GAS DEVELOPMENT OF CLASS RATES OF RETURN AND cena 
ELECTRIC CLASS UNIT COST DETERMINATIONS FOR MUNICIPAL 
WATER RATE STRUCTURE MODERNIZATION AND RATE CASES PROBLEMS 
Send for brochure: “The Value of Cost Analysis to Management”’ 
DARIEN, CONNECTICUT 








CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Re ports 
Design and Construction Management 
Steam, Hydro Electric and Diesel Plants—Gas Turbine Installations 
BOSTON, MASS. ese CHARLOTTE, N. C. 








Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND 
OPERATING: ENGINEERS 
PURCHASING 


231 SOUfH LA SALLE STREET 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CHICAGO 4, ILLINOIS 








mtn oe are 








SANDERSON & PORTER ENGINEERS 
DESIGN e CONSTRUCTION 


NEW YORK NEW YORK 
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Sargent & Lundy 
ENGINEERS 


Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 


















STANDARD RESEARCH CONSULTANTS, INC. 


Rate of Return °* Valuations ° Capital Costs 
Customer Surveys ° Depreciation Studies 
Regional Economic Studies °* Property Records 


345 Hudson St. Watkins 4-6400 New York 14, N. Y. 














STONE WEBSTER : sosrcn" 


CHICAGO 


ENGINEERING CORPORATION PITTSBURGH 


HOUSTON 


SAN FRANCISCO 


DESIGN + CONSTRUCTION - REPORTS - APPRAISALS LOS ANGELES 
EXAMINATIONS + CONSULTING ENGINEERING pai: * 












The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Re ports—A ppraisals 
Consulting Engineering 


80 BROAD STREET NEW YORK 4, N. Y. 








Whitman, Requardt and Associates 
Publishers of the HANDY-WHITMAN INDEX 


DESIGN—SUPERVISION OF PUBLIC UTILITY CONSTRUCTION COSTS, 
now in its 35th year and a companion publication the 
REPORTS—VALUATIONS HANDY-WHITMAN INDEX OF WATER UTILITY 
CONSTRUCTION COSTS 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 








EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies 


Abram/Aerial Survey 


Topographic and Planimetric Maps 
Mosaics, Plans & Profiles for all 


Engineering work. 910 Electric Building Indianapolis, Ind. 
Abrams Bldg. Lansing, Mich. 
























BURNS & McDONNELL 


Engineers - Architects - Consultants 
KANSAS CITY, MO. 
P. O. Box 7088 
Phone: DElmar 3-4375 









ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 


for the GAS INDUSTRY 


G oom, Boe om: a >) 
GAS AND SERVICE CO. 


327 So. LaSalle St., Chicago 4, Ill. 
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GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 


Investigations—Reports—Apopraisals 
Original Cost and Depreciation Studies 
Rate Analyses—Iinsurance Surveys 


HARRISBURG, PENNSYLVANIA 



















MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


GREELEY COLORADO 











FRANCIS S. HABERLY 
CONSULTING ENGINEER 


Valuation—Depreciation 
Investigations and Reports 


122 SouTH MICHIGAN AVENUE, CHICAGO 








PITTSBURGH TESTING 
LABCGRATORY 
Radiography—Soils—Mechanics 
Testing—Inspection—Analysis 
Main Office, Pittsburgh, Pa. 

32 Laboratories in Principal Cities 











Jackson & Moreland, Inc. 
Jackson & Moreland International, Inc. 
Engineers and Consultants 
ELPCTRICAL—MECHANICAL—STRUCTURAL 
DESIGN AND SUPERVISION OF CONSTRUCTION 


FOR 
UTILTY, INDUSTRIAL AND ATOMIC PROJECTS 
SURVEYS—APPRAISALS—REPORTS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 
BOSTON NEW _ YORK 








A. S. SCHULMAN ELEctric Co. 


Electrical Contracting Engineers 
founded 1890 
PowER STATION—INDUSTRIAL— 
COMMERCIAL—TRANSMISSION LINES— 
DISTRIBUTION 


2416 S. MICHIGAN AVE., CHICAGO, Id 
Los Angeles Tampa 

















PETER F. LOFTUS CORPORATION 


Design and Consulting Engineers 
Electrical * Mechanical ¢ Structural 
Civil * Nuclear * Architectural 


FIRST NATIONAL BANK BUILDING 
Pittsburgh 22, Pennsylvania 


¢ R 
Sy ov 
LisHEd 








The R.W.STAFFORDCO. 


GAS CONSULTANTS — ENGINEERS 

CONSTRUCTORS 

Natural Gas Conversions 

Plant Management & Operations 

Accident & Insurance Investigations 

Peak Shaving & Standby Plants 

EVANSTON, ILLINOIS 
2944 Grant St, Phone UNiversity 4-6190 











LUTZ & MAY COMPANY 


Consulting Engineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGNS—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 








SVERDRUP & PARCEL 


Engineers & Consultants 


Design, Construction Supervision 

Steam and Hydro Power Plants 

Power Systems—Industrial Plants 
Studies—Reports 


St. Louis ° San Francisco ° Washington 











J. F. McMAHON ASSOCIATES, INC. 


Engineering Consultants 
INSTRUMENTATION AND CONTROL 
STUDIES @ REPORTS 


DESIGN @ SUPERVISION 


P. O. DRAWER 3908, SHAKER SQUARE STATION 
CLEVELAND 20, OHIO 
GArfield 1-4834 








A, W. WILLIAMS INSPECTION CO,, INC, 


Specialized Inspection Service 





Poles, Crossarms, Lumber, Piles, Crossties 
Preservative Treatment and Preservative Analysis 


208 Virginia St., Mobile, Ala. 
New York St. Louis Portland 
Inspectors stationed throughout the U.S.A. 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A 


Abrams Aerial Survey Corporation 

*Allen & Company ' 
*Allis-Chalmers Manufacturing Company 
American Appraisal —_—* The 

*AMP Incorporated ..... : pe 
Analysts Journal, The 

*Anchor Metals, Inc. 


32 


*Babcock & Wilcox Company, The 
Black & Veatch, Consulting — 
*Blyth & Company, BS ic 3. 

Boni, Watkins, Jason & Co., | 

Burns & McDonnell, Sceiies : 


Cc 


Carter, Earl L., Consulting Engineers 
*Cleveland Trencher Company, The 
Columbia Gas System, Inc., The 
*Combustion Engineering, Inc. 
Commonwealth Associates, Inc. 15 
Commonwealth Services, Inc. 15 
Consolidated Gas and Service Company 32 


32 
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Day & Zimmermann, Inc., Engineers 29 
*Delta-Star Electric Division, H. K. Porter Company, Inc. 
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*Eastman Dillon, Union Securities & Company 
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Ford, Bacon & Davis, Inc., Engineers 
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Francisco & Jacobus 
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Gannett Fleming Corddry and Carpenter, Inc. ... 
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Gibbs & Hill, Inc., Consulting Engineers 
Gilbert Associates, Inc., Engineers 

Gilman, W. C., & Company, Engineers ... 

*Glore, Forgan & Company 


Haberly, Francis S., Consulting menial or 
Halsey, Stuart & Company, Inc. 
*Harnischfeger Corporation ....... 
*Harriman, Ripley & Company ... 

Harza Engineering Company . 

Hirsch, Gustav, Organization, Inc. 

Hoosier Engineering Company 


*International Business Machines Corp. . 
International Engineering Company, The 
*International Harvester Company, The . 
Irving Trust Company ; 
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Jackson & Moreland, Inc., Engineers 
Jensen, Bowen & Farrell, Engineers . 
*Justrite Mfg. Company 


Professional Directory .. 


*Fortnightly advertisers not in this issue. 


*Kellogg, M. W., Company, The . 
*Kerite Company, The 

*Kidder, Peabody & Company 
*Kuhn Loeb & Company 

Kuljian Corporation, The 


*Langley, W. C. & Co. 
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Lutz & May Company, Consulting Engineers 


Main, Chas. T., Inc., Engineers .. ; 
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Miner & Miner, Consulting Engineers 
*Morgan Stanley & Company 


*National Association of Railroad & 
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Newport News Shipbuilding & Dry Dock Company 
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Sanderson & Porter, Engineers . 

Sargent & Lundy, Engineers .. 
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Stafford, R. W., Company, The Consultants . . 
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The design work on all these new 


substations is going to be hard 
GIVE YOUR NON-ROUTINE 


to sandle with our present force. 
OPERATIONS TO PIONEER 


Design and Consulting 
Engineering Services 
Pioneer has specialized in design- 


Of course! They have enough ing power plants for 57 years. It 
offers design service for fossil fuel, 


to do handling routine duties. hydro and atomic plants. It will 


Why don’t you call in Pioneer? also assist in forecasting load 
growth, in site selection, in pur- 
chasing and expediting of equip- 
ment and in supervising construc- 
tion. Pioneer’s other services in- 
clude substation, transmission and 
distribution studies and design. 


Services in Regulatory Matters 
Pioneer offers its services in all 
phases of Federal, State and Local 
regulation including the rate base, 
depreciation analysis, cost of serv- 
ice studies, market analysis... 
certificate proceedings and rate 
of return. 


Corporate Services 
Pioneer's services in corporate 
matters include business and man- 
agement engineering advice, finan- 
cial, accounting and tax counsel 
and insurance and pension plans 
and programming. It operates a 
stock transfer and dividend dis- 
bursement service and maintains 
stock ledgers when desired. 


NEW! 

On your letterhead, write for , ° 
40-page booklet, “Pioneering Pion eer Service 
New Horizons in Power.” De- . ° 

scribes, illustrates Pioneer's & E no | Nn @ LY Yl no C 0. 
engineering services, and cor- 


soe — from financ- 231 South La Salle Street 
ing to operation. : Chicago 4, Illinois 








ODAY’S RESEARCH 


AND TOMORROW'S POW! 





G.E."S THERMIONIC CONVERTER, as a major power producer is a long way off. 
Pure research, however, is paying off in new ideas for improving today’s generating 
equipment. Immediate gains are being achieved through research and develop- 


ment on... 


TECHNOLOGICAL PROGRESS 
General Electric’s “across the board” 
approach to scientific research in the 
development of new sources of energy 
for generating electricity is expected 
to yield immediate as well as long-term 
improvements in power generation 
equipment. 


TWO LONG-TERM PROSPECTS for gener- 
ating electricity which appear techni- 
cally and economically feasible in the 
years that lie ahead are—fission power 
and fusion power. 


In addition to continued technological 
progress in these areas, intensive re- 
search is also being carried on to 
develop and utilize even more novel 
sources of energy—the fuel cell, direct 
conversion of solar energy to electricity, 
and the thermionic converter. 


Investigations in these and other areas 
will undoubtedly produce unexpected 
payoffs which can have almost imme- 
diate application. The search for fusion 
power, for example, could lead to by- 
products in circuit technology or radia- 
tion generation long before fusion 
energy is harnessed for peaceful use. 


SIGNIFICANT PROGRESS has already 
been achieved in the liquid cooling of 


. . « longer last-stage buckets 


large turbine-generator with water- 
cooled stator windings is now being 
manufactured by General Electric. The 
two generators of this cross-compound 
unit are each rated 265,000-kva at 30 
psig hydrogen pressure. 


Water has over twice the heat removal 
ability of oil. Its use as a liquid coolant 
will help to open up avenues for: 1) 
the building of generators of up to one 
million kva capacity while retaining 
the basic design simplicity of conven- 
tionally-cooled units, 2) — significant 


costs, and 3) overcoming th: | 
tions on higher generator rating 
posed by current shipping res triq 


BENEFITS TO ELECTRIC UTILI SIE 
searching for new knowledge an 
italizing on existing technolo ‘ic 
portunities, General Electric i; st 
for turbine-generator advances th 
continue to result in low opera‘ ing 
per kilowatt-hour of electricity pro 
Exploring all possible avenues fo 
nical innovations and product im 
ments also helps electric w’ilit 
satisfy their needs for increased 
capacity. Also, these Genera 

research programs mean added 
in-use for G-E steam turbine-geng 
operated by electric utilities 


FOR MORE INFORMATION 
research and tomorrow’s power 4 
eral Electric, contact your oca 
Apparatus Sales Office or write f 
letin GP-81. General Electric Cor 
Section 301-388, Schenectady §, 


on q 


MORE POWER TO AMERICA 


GENERAL @@ ELEC 


. « « and increasing the capi cily 





